on can be assurcd that mulm GAF 's Baurd nor its manaqmmu is mrsnwn-fd

by !hc lhougly ofbmfdmg imposing empires or mrmmug the size of GAF for thc sake u/ sheersize.

ere to' the mmmry, we intend in our investment aurlank 1o bring o bear the same
onmmhon which the Campany.apphes on a day- lo-ddy busis to the opt‘m!mn ofits busmms
——Chamnan 's letter to shareholders,. Auqusl\w l935 '

}mlmm hm- !
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FINANCIAL HIGHLIGHTS

" (Thousands of DoHars, Except Pcrshare Amounfs) , , - s : 19851984 ~ 1983

- "Net Sales o 5 ; U ©$731,962  $731,314 - $699,397

. Income (Loss) Before Extraordmary Credlts Lo L $54206 8 41,046 8(29,199). .
Net Income (Loss) - _ B T s 77581 $ 56702 8 (3.841)

et e
g -

-

- Earnings Per Common Share -
"‘-\anary i Lo SO R Y
.. Before Extnordnnary Crcdlts . B L 8 3.4 . 262 -
- _ Netlncome (Loss) ;- S N e L 4S0. 3707
T R T
' BcforeExtraordmary Credlts L R 2301 8 230

8

‘Net Income (Loss) SRR T T e el 37
‘CashDividendsPer,Com_mon Share LT o
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GAF Corporation

operates one of Ameni-
ca's largestspecialty
chemicals businesses

and 15 a leadig manu-

facturer of bulding Astate-of-the-art
) - ' aucrear magnelic reso-
materials. The Com- nance speclomeler
pany has 4300 cm- :’;;gg'u’,ﬁ;ﬁfgf:
e iy 3 . of surfaclants and
ployees in 3 plants, ;celmnlc i a!ltlves.
rescarch laboratories, hown here are Lhree-
carchl l.t o dimensional spectra of
and sales ottices N-vinylpymotidene, 2
key GAF producl.

throusshout the United
States. and 24 market-

ing and service tacilities

abroad which serve

H

‘1.
3
H
3
.
H
H
H
i

customers 72 couti-

P

tries around the world.

S

The Company’s
Chemicals Division manufactures four major groups of products—acetylene derivatives, sur-
fictants, engineering thermoplastics, and mineral granules, holding a significant market share
i cach of these principal produce groups. GAF chemicals have a broad range of applications,
encompassing such major markets as automouve, agriculwral, pharmaceuticals, hair and
skin care products., plastics. oil and gas, rextiles, paper, and rubber. Foreign chemicals mar-
kets represent an increasingly important source of GAF's revenues and profits. Overseas,
the Company also distributes a complete line of pressure-vessel filter systems to most major
industrics, and through a joint venture manufactures butanediol and tetrahydrofuran in

“West Germany. i ‘ ‘ : -
. The Building Matrials Division is one of the country's major manufacturers of roofing
‘produts, including prepared roofing for residential construction and remodeling markets
and rooﬁﬁﬁ‘p!:gducts for commercial and industrial buildings. Its residential roofing sales are
oriented 70 pcréCﬁt-to the re-roofing market and 30 percent to new home tollstruc;ioh.

GAF owns and operates a New York City-based radio station, WNCN-FM, which pro-

vides classical mnsic and cultural programming. ‘ _ _
GAF Corporation is ranked among fortine magazinc’s 500 largest American industrial
‘corporations. . I L ‘ : , _ 1T
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GAF ON THE MOVEIN 1985

As demonstrated by the

following chronology, GAF was on
the move in 1985, compiling an
impressive list of accomplishments,
which included its best carnings per-
formance inits 20 years as a public
company.

January 2
GAF introduces its newest asphralt
roofing product, Roval Sovereign®, a
high performance, residential roofing
shingle designed to capitalize on the
emerging “middle market” for qual-
ity roofing shingles.

January 22
GAF calls for redemption 1,138,000
shares of its §1.20 Convertible Pre-
ferred Stock.

February |
GAFintroduces Gaffix VC-713%,a
new generation of hair care fixatives.

February 1
GAF announces plan to manufacture
Ruberoid MB2, a promising new sin-
gle-ply roofing system, at Mount
Vernon, Indianz plant, underscoring
the Company's commitment to its
commercial roofing business. Expan-
sion is to be financed by a $4.8 mil-
lion industrial revenue bond issue.

Febriary 19
GAF completes expansion of its pro-
duction capacity for nianufacture of
Polvplasdone® and Polyclar® at 1ts

———-Calvert- Gity-Kentucky-plaint————

March 18

GAF calls for redemption the
remaining owtstanding shares of'its
$1.20 Convertible Preferred Stock.

o Aprit17
. GAF reports its fifth consecutive
quarter of sharply increased carnings,
posting the highest first quarter earn-
ings in the Company’s history.

Income before extraordinary credits
was $11.1 million (8.62 per sharcon a
fully diluted basis), compared with
$7 4 million ($.42 per share) a year
carlier. Chemicals Division reports
the best quarterinits history, while
Building Materials Division reports
its best first quarter in five years,

Aprii I8
Groundbreaking is held in connection
with expansion of butanediol capacity
at GAF's joint veniure plantin Marl,
West Germuany,

April 29

Carl R. Eckardtand John A, Brennan
clected Presidents, GAF Chemicals
Division and Building Materials
Division, respectively. Both remain
Senior Vice Presidents of the Corpo-
ration,

April 29
Based on 1984 performance, Fertune
magazine ranks GAF 11th in total
return to investors, 23rd in net
income as a percent of stockholders'
equity, and 92nd in net income as a
percent of salesamong the nation's
500 largest industrial companies,

May 10

GAF acquires Reichhold Chemicals’®
Glass Fiber Division for $9.25 mil-
lion. Financing for the acquisition and
related capital expansion programs is
obtained through the issuance of
industrial revenue bonds in the

extraordinary credits was $15.4 mil-
lion (8.86 per share), compared with
S11.9 million (8.67 per share) a year
carlier. Chemicals Division posts
record income for the quarter, while
Building Materials reports its best
second quarter i seven years.

August 14

GAF announces it has acquired
3,943,600 shares of Union Carbide
Corporation, or 5.6% of that compa-
ny's tota} cutstanding shares. In a fil-
ing with the SEC, the Company
states that a business combination
beeween GAF and Carbide is among
the possibilitics being considered.

October 17

GAF reports its seventh consecutive
quarter of sharply increased carnings,
with the Chemicals Division record-
ing its most profitable third quarter
ever and the Building Materials Divi-
sion posting its best quarter in five
years. Income before extraordinary
credits was $15.6 million (8.87 per
share), compared with $12.1 million
(8.68 ashare) a year carlier.

December 9

GAF announces tender offer for 80%
of Union Carbide's outstanding
shares,

December 13

GAF completss expansion of its pro-
duction capacity for manufacture of
butancdiol at Calvert City, Kentucky

~aggregate-amount-of $13:5-million.

June 3

GAF issucs 3150 million of ten year,
11%4% sentor subordinated notes, the
largest financing in GAF's history. -

July 17 )
GAF reports the highest sccond quar-
ter carmngs in its history, the sixth
consccutive quarter of shargly
increased profits. Income before

plant.

~ December 26 ‘
GAF amends Union Carbide offer,
proposing to pay $74 per share, all
cash, for 100% of Union Carbide
shares. ' :

December 31
GAF common stock closes at $59,

having increased by 140 percent from |
$24'/2a year earlier. ‘
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OFF TOA STRCNG START
IN 1986

SRR

oo January 1

GAF begins a year-long commemo-
- ration of the 100th Anniversary of the
! formation of the company that fater
- became Ruberoid, the predecessor of
GAF's Building Materials business.

January 2

GATF proposes to increase its offer for
100% of Union Carbid»'s outstand-
ing shares to $78 per share,

January 8

GAF amnounces withdrawal of its
tender offer, stating that it is not in

y the bestinterests of GAF sharcholders
to compete against Union Carbide’s
own exchange offer. GAF tenders 3.5
million Carbide shares into that com-
pany’'sexchange ofter, while retaining
more than 3.2 million Union Carbide
shares, copstituting more than 10 per-
cent of that company's outstanding
sharee, With respectto GAF's Car-
< bide shares accepted in the exchange

: ofter, GAF discloses that it expects to
record a pre-tax gain ot Gpproxi-
mately 890 million and an after-tax
gain of approximately $81 million, or
§4.50 per share of GAF common
stock, in the quarter ending March
31, 1986,

. g

Fobruary 6

. ’ GAF _cr-mp]gtcs expansion u't'mm-

[ mercial roofing manufacturing

facility at Fontana, California,
February 1

N GAF reports record earnings for

1985, with income before extraordi-
‘nary credits reaching $54.3 million

K (83.01 per share}, compared with pre-
vious year's $41.0 million (82.30 per
share). Chemicals Division and GAF
Broadcasting register record profits,
while Building Materials Division
posts its best year since 1979, ‘

EARNINGS PER SHARE
Dokars)

L e

1

Bl B 8 B4 B

OPERATING INCOME
%ETMN : AS % OF SALES

g2 B 84 8

A A

*Net Income” represenisincome (loss) before extraordinary cred-..

its, “Earnings Per Shart" represents earnings before extraordinucy
credits on a fully diluted basis. “Common Stock Price” i GAF's
common stock price as'of December 31 of each year.

|

N\
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CHAIRMAN'S MESSAGE

R
Feilow Shareholders:

]t is with considerable pride that |
report to you on another year of
achievement for GAF—a yearin
which the Company’simpressive list
of accomplishments included GAFs
best carmings performance in it 20
years 25 a public company.

1955 Financial Results

For the twelve-month perniod ended
December 31, 1983, income beiore
extraordimary credits was 854 3 mil-
lior: (83,01 a share ona fully diluted
basis), compared withincome of
$41.0 milkion (82. 3 ashare onafully
diluted basis) tor the previous yer,
Division operating profits increased
from $90.0 million m 1984 to SH3.8
million in 1985, while revenues were
§732 million compared €0 $731. 3 mil-
lion in 1984,

For the fourth: quarter ot 1995,
income before extraordinary credies
was $12.2 million (8.67 a shard) versus
$9.6 million (8.54 ashare) for the 1984
peniod. Sales for the fourth quarter
were $174.2 million, compared with
$166. 3 milhon for the same period a
vear carher.

The Company's operating results
included record-bieaking Chemicals
profits of $92.6 nullion and a substan-
tial improvement in the pertormance
of its Building Materials Division
from a profit of $10.9 milhon in 195
to $20.1 million in 1985. The Compa-
ny's 1943 performance was favorably
intlaenced by increased unit sales for
most all its product lines, a more
favorable product mix in bothits
businesses, increased manufacturing
efficiencies, and rigorous cost control
-programs, Contributing to the
improved performance was a 17%
cutback in corporate operating
expenses from $18.5 million in 1984
to $15.4 million in 1985.

Significant 1985 Developments

GAF's financial performance in
1985 was paralleled by an cqually
imiposing record of achievementin
practically its every undertaking,
Whether it was in terms of new prod-

~Samuel . Hyman
Chairman ofthe Baard
- and Chief Executive Officer

Ja
o £

uct development, the most ambitious
capital expansion program in the
Company's history, recruitment of
outstanding exccutives to the Com-
pany. implementation of unique
JRCCNTIVE COMBCNSATION Programs at
virtually every level of the Corpora-
tion, a successful $150 million bond
offering, increased manufacturing
cfficiencies, imtensification of the
Company's cost control programs,
cte.. GAF was unmistakably on the
move in 1985, While other parts of
tins Annual Repore chronicle the
Company'saccomplishments in
many of these areas, 1 would prefer
to provide you, in this Message, an
overview of several of the most sig-
nificant developments at GAF during
this past vear.

ghemicals Business in 1985: Continued Earr
ings Gains While Building for the Future

The Chemicals Division registered
i1 1985 its third consecutive vear of
sharply increased operating profits;—
having advanced from §55.4 million
in 1982 to $64.6 million in 1983 to §79
million in 1984 and $52.6 million in
1985. The 17% increasein GAF's
Chemicals profits for 1985 was
achieved as a result of higher unit
sales for most all the Division’s prin-
cipal products, a more favorable

roduct mix; and continued cost
reductions at both administrative and
plant levels.

—GAF continued itsambitious-capis-

. during the year several projects

<James T. Shegwin:
Vice Chairrmaan and Chief
Administrative Officer

This remarkable performance was
all the more so given the fact that sev-
eral of the end user markets for GAF
products experienced depressed busi-
ness conditions this past year and,
further, that the chemicals industry
itself registered in 1985 an carnings
decline of 18% from 1984 levels. In
this latter connection, the 42.6%
return on assets achieved by GAF's
Chemicals business in 1985 1s further
illustration of why the Division's out-
standing financial performance con-
tinues to sct the standard for the
chemicals industry.

During this past year, GAF pur-
stied a strategic directioit whose
major elements included continued
capital expansion and significant
initiatives in the product developmnt
area, both of which should enable the
Chemicals Division to continue its
rate of earnings growth in 1986.

Capital Expansion

tal program in 1985 and complete

involving a substantial increase in
production capacity at its Calvert
City, Kentucky plant. An additional
expansion, at our joint-venture man-
ufacturing facility at Marl, West Ger-
many will be completed in mid-1986.
The Chemicals Division’s capital

expansion program, initiated in late-
1984, scheduled for completion in
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1986, and involving an aggregate
investment of $95 mithon, will pro-
vide GAF with sufficient capacity to
serve its customers for the bilance of
the decade and beyond. Morcover,
the factthat GAF's strategic plan hay
included capacity increases at both
domestic and international facilitics,
with cach of these locations utilizing
a different source of acetylene (a key
raw nutertal i our manufacruring
process). has enabled GAF to achieve
a measure of diversification sufficient
to assure its role for many years to
| come as a rehable, low cost supplier
of quality products to its custormers,

New Product Development

GAF accelerated both its activity
and investment in rescarch and devel-
opment in 1983, In this connection,
the Chemicals Division increased its
annmal expenditures in this arca by
2% over the previous year, and a
further increase is projected for 1986,

GAF's philosophy concerning the
expansion of its research and develop-
ment operation is that such activity is
best nurtured not by the indiscrimi-
naie investment of sinancial and
human resources but rather by a care-
ful, deliberate endeavor to assemble at
GAF aselect group of outstanding
scientists who bring, in their
approach to research, a concern not
only for the science itself but an
appreciation for the relevant business
and market considerations as well,
Although an important aspect of the
Division’s research and developmerit
activity involves support programs
designed to maintain and improve the
"quality of GAFs products while at the
same time reducing their cost of pro-
diiction, a continually increasing por-
tion of the Company’s endeavor in ,
this area is now being devoted to  {/

1 development of new products and *

‘| new applications for GAF's existing
products. Significantly, GAF's new
product development activity is now
fully coordinated with the Division’s
marketinng department to assure that

- critical interplay between rescarch

o
NN

L

and development and marketing
disciplinss,

While the increased investment
entailed in the acecleration of the
Chemicals Division's research and
development activity cannot be rea-
sonably expected to yicld immediate
results, itis noteworthy that GAF did
introduce into the market this past
year a number of significant new
products. These product introduc-
tions included a new generation of
hair fixatives based on GAF-devel-
oped technology for mousses and
seyling gels; unique thermaplastic
polymer blends suitable for clectronic
applications, the expanding automo-
tive body panel market, and undersez
oil and gas drilling components; a
new tamily of low-foaming, high
deterguney surfactants for houschold
and industrial uses; and new and
improvec grades of Gaflex® thermo-
plastic polyester clastomers for appli-
cations where resistance to fatiguc
and temperature extremes is required.
It is anticipated that these new prod-
ucts wilk make an increasing contri-
bution to operating profits in 1986
and beyend.

Building Materials Business in 198J;
increased Profitahility Tirough Greater
Market Share, Mare Favorable Product
Rix, and Low Cast Production

Operating profits in the Building
Materials Division nearly doubled in
1985, despite another lackluster year -
for the roofing materials industry.
improved performance of GAF's
roofing materials business resulted
from higher unit sales, a more favor-

substantial increase inits market share
this past year, has now attained pre-
dominance as the nation’s leading
manufacturer of residential roofing
products.

GAF acquired in May, 1985, Reich-
hold Chemicals® Glass Fiber Division
for $9.25 million, in a move designed
to ensure increased control over the
Division's manufacturing costs as
well as its enhanced zeliability asa
supplier. This business, which
inctudes manufacturing and research
and development facilitics at
Nashville, Tennessee and Irwindale,
California has now been devoted to
the manufacture of chopped glass
fiber for mat substrat: used in the
Company's roofing products. With
its own captive sup ry of glass fiber,
glass mat, and roofing granules, GAF
has become the most fully integrated
roofing manufacturer in the industry.
This provides the Company'’s build-
ing materials business, we believe,
with 2 distinct advantage over its
competition and has alrcady enabled
GAF to further reduce its marufac-
turing costs—a critical objective in an
industry where severe competitive
pressures have exerted downward
pressure on prices for quite some
time.

The major clements of the Divi-
sion’s marketing strateyy this past
year were to achieve a raere favorable
product mix and distinguizh itself and
its products in the mark=tpiace. To
this end, GAF successfu ly parsued a
number of initiatives, tw o of “which
are worthy of mention a: this time.

(1) GAF's Building Miterials Divi-
sion developed and intro Juced into

“abl¢ product mix, and increased yaan=
‘ufacturing efficiencies—the latter
having enabled GAF to become one
of the lowest cost produicersin the
industry. The Division’s perfermance
was all the more impressive ihen
measured against an industry envi-
ronment which wimessed reductions
in prices for roofing materials prod-
ucts and total sales. Finally, an espe-
cially noteworthy accornplishment
was the fact that GAF, by virtue of 2

the market two exciting liew prod-"""" "
ucts this past year, both ¢f whichare | -
expected to make a significant contri-
bution to the Division's profitsin -
1986. The Royal Sovercign’, a durable
residential shingle, is desigried to cap-
italize on the “middle market” for
quali<y roofing materials at a just
slightly higher price thar| standard
shingles. This new highipcrform? .
ance, designer-created productis
experiening rapidly increasing sales
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and can be expecred 1o be a meaning-
ful contributor to profits in 1986,
GAF also develeped and brought to
market in the latet pare of 1985,
Ruberoid MB®, : moditied bitumen
single-phy rooting system This exca
ing new addinionio GAF's line of
commercial roofing products ofters
the advantages of ireproved flexibil-
ity, case of apphication, and cost
etficiency, and its development
underscores GAF's commatment to
ostablishatselt as the preraser suppher
of connneraial roofing products,

(2) GAF continued durie:g the pase
yedr to incredse market pencteation
of its premiurn roofing product,
Timberline®. Programs designed to
promote increased sales of this prod-
uct included expansion of the GAF
Finance Program, an innovative plan
enabling roofing cantomers purchas-
ing Timberline and other GAF100t-
i products to obtan prompt and
¢asy home improvement loans on
compettive terms, and the launching
of a nationwide, rado advertsing
campagn featuring the theme from
“Fiddler on the Root.™ As a result of
these mitiatives, Timberline enjoyed
substantially higher sales throughout
the country this past year, and further
gains are expected in 1986.

CAF's Union Carbide investment

GAF began sccumulating shares of
the Union Carbide Corporation in
June, 1985. By August, GAF had
acquired alimost 7 million shares, con-
stituting a 9.9% interest in Carbude,
at an average cost of $31 per share.
While the shares were imtialiy
acquired because they presented an

proven management talene would
enable it to not only raise sufficient
financing for the acquisition but, in
the event that air acquistion effort
were successiul, o successtully incor-
porate this more sizeable enterprise
inte GAF's own operations.,

On December 9, 1985, GAF
Launiched atender offer for 80% af
the commen stock of Union Carbide
at SO8 per share. After GAF subse-
quently mcreased its offer to $78 per
share, all cashs, for 100% of the out-
standing Carbide shares, Unijon Car-
ide proposed a plan similar in some
respects to GAF'S own agenda for the
company. Union Carbide's program
called not only for divestiture of a
number of business units (including
its Consumer Products segment) but
for a broad-based cost cutting effort,
When coupled with a competing
exchange offer for asub  vial por-
tion of its own outstand  sares,
Carbide's plan of action would have
required GAF 1o substantially
increase its offer in order 10 have had
a realistic chance of success. Under
the circumstances, GAF deterniined
that it was not in the interests of its
sharcholders to continue wo compete
against Carbide's own exchange
offer.

GAF instead tendered its own Car-
bide shares into the company's
exchange offer, exchanging alimost
one-half of its position for a package
of cask and securities having an
approximate value of 85 per share.
With respect to the shares taken in the
exchange ofter, GAF expects to
record, in the quarter ending March
31, 1986, a pre-t1ax gain of approxi-
mately $90 million and an after-tax

‘attractive iInvestment opportunity,
further analysis compelled GAF to
conglude that: (1) Union Cartbide,
‘which consists of several attractive
“chemicals units, was in many respects
an excellent strategic fit and acquisi-
tion opportunity f%)r GAF; and {?)
Despite the size of Union Carbide,
our Company's standing in the
investment community and its

The determination to withdraw
GAF's offer for Umon Carbade wasin
keeping with the Company's acquisi-
tion philosophy, as outlined 1n my
August 19, 1983, letter to you:

“You can be assured that neither
GAF's Board nor its management is
mesmenzed by 1he thought of build-
INg IMPOSINgG cpires o INcreasing
the size of GAF for the sake of sheer
size. Quite to the contrary, we intend
n our nvestment outlock to bring to
bear the same bottom-line orientation
which the Compary applies on a day-
to-day basis to the « peration of its
business. In so doing, our criterion
for expansion at G.AF will continue to
be measured in terms of maximum
return on capial, contribution to
carnings. and enhancement of share-
holder values,”

Although GAF fell short of its goal
to acquire Union Carbide, its invest-
ment has been a finanaially successful
one. Based upon the current market
price of Union Carbide's shares, GAF
has pre-tax realized and unrealized
g2ins, after expenses, of approxi-
matcly $175 million. Morcover, GAF
can derive satisfaction from the fact
thatit has not only done well for its
own sharcholders but has succeeded
m creating for Carbide sharcholders
wore than $3 billion of increased
sharcholder value. Finally, GAF
CNpeCts tO maintain its ownership
meerest in Union Carbide. As that
company's major sharcholder, we
intend to closely monitor further
developments and have retained the
flexibility to pursue at a later time
whatever course of action we deter-
mine to be in GAF's best interest.

gain of approximately $81 million, or
$4.50 per sharc of GAF common
stock. GAF will continue to retain
approximately 3.2 million shares of
Union Carbide, consisting of 10.6%
of Carbide's cutstanding shares, and
will determine ata later time whether
it wishes fo renew its tender offer or
pursue other alternative courses of
action. .. g

Prospects for 1846

As we move into 1986, GAF's two
principal businesses continie to out-
perform the industries in which they
operate. Aitiinugh GAF serves sev-
eral markets which currently suffer
from less than robust economic con-
ditions, I nevertheless have every
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confidence that we cancontinuc to
improve the profitability of the Cor-
poration and register substanzsal year-
10-Vear CArnns creases 1n 1986,

As for the Company’s Chemicabs
Dhvision, we anticrpate another out-
standing vear Inthis regard, results
should be favorably intluenced this
year by expansiops ot vur production
capacity, new product development,
alower dollar, the antiapated re-
bound ot 4 number ot end user mar-
kets, such as electronics, plastics, and
magnetic wire ceating, and mereased
marketing peaetration in areas of the
world whose potential we have not
vet begun to tap. In this Latter connee-
o, results thus far provide sufti-
cient basis to expect that ntermational
protits will make an even more sig-
nificant contnbution t; the Dividon's
overal! pertormance in 1986

With regard to the Company’s
Building Matenals Division, winle
operating prodits were sharply higher
than thowe of the previous year,
the business is still ar from achiev-
ing acceptable returns on capital.
Although GAF in 1985 managed 1o
improve market share and sharply
reduee its cost of doiny business 3t
both adunistrative and plantlevels,
jts efforts to achieve greater profit-
ability were inhivite d by condanued
erosion of pricing in the roofing
materials industry. i this connection,
current prices tor GAF's roofing
products itave now fallen to a pom
below 1979 levels as a result of indus-
try-wide overcapacity, a condition
which has persisted for quite some
time. Although 1985 witnessed a
number of plant closings which opee-
industry, and while it would appear
that roofing prices have at least stabi-
lized over the period of the past
ninety days, it is still too carly to teil
whether pricing will return to at Jeast
some semblance of normalcy in the
_current year. In any event, we remain
confident that GAF's buildin,; materi-
als business can continue to effec-
tively compete in a challenging

environment, and that 1986 resules
will demionstrate further improve-
ments over the pnor year,

Acknowiedgments

GAF's record of accomphshment
aver the past year was attnibutable ro
the exemplary cfforts of o imany
members of the GAF community,
and Lam delighted to take pubhic cog-
mizance of their many contributiors
to the success of dur common
endeavor.

1 would first acknowledge the piv-
otal role played by GAEs Board of
Dircctors. Throvgh 2 willingness to
amalyze, examine, question, dehiber-
ate, disagree, and finally armve at a
consensits, sometimes after recon-
aliation of differences, each of our
dircctors has made an inestimabie
contribution to the affairs of the Cor-
poration. This 1s s0 not only because
of the wisdom of their advice and
counsel in the formulation anJ estab-
lishmznt of policies from which
GAF's exccutive direction has
stemmed, but also because of the con-
staniey of Board support for both the
endeavors and fundaraental principles
of our Corporation.

Foremost amony, the causal factors
m what we have achieved at GAF
over the past two years has been, and
continuges to be, my felow GAF
emplovees, As Chief Executive. |
consider myself fortunate to be asso-
ciated with so many hard working,
dedicated, and loval employees who
approach their responsibilities and
shar the objertives of GAF's senior
raanagement wich such an extraordi-
nary degree of intensity.

mention that more than 25% of our
entire employee population-—sala-
ricd, hourly, union and non-union—
‘are sharcholders of the Corporation.
The degree of employee participation .
in the ownership of GAF is highly
unusual, if not unique, in corporate
experience and has contributed in no
small measure to the creation at GAF

—Omatclared note; it s worthy of —

of 3 corporate ethic m whid employ-
ey tenat the Corporation’s money as
it were their own—as, w foct, !
And, finally, | would expross my
gratitude to our sharcholders for thar
continued support and encourages
ment. It has been and 18 no secoet that
f care for and about my fellow GAF
sharcholders, and that our philesophy
of managervent at GAF emanat s
froma (Tcr' view of for whom ind by
whom cororate management is
employed While itis ever the ro.e of
the Chief Exccutive and the Boar d of
Directors, to reconcie the many com-
peting irterests of those in the GAF
community at large, it is oni sunple
credo that only through sustained
achievement for the Company's
sharcholders can we assure the wel.-
being; of our cimployees, customen
suppliers jenders, and communiacs
in which GAF does busin»ss. And it s
therefore with no small sacasure of
pride that I recount the fct that cver
the peniod of the two years of ne-v
managenient's term of office we have
rnanaged, by virtue of our efforts. tc
increase sharcholder wealth by more
than $200 million.
We te ast that we can continuc 10

report such favorable developments
n the coming year.

Sincerely,

e

Samuel J. Heyman
Chairman of the Board
ard Chief Executive Qfficer

***** —March 17,1986
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G AF's worldwide specialty

chemicals business achieved record
profits ir 1985. Division income
reached $92.6 million, a 17% gain
over the previous year, Sales increased
to $364.4 million from $357.2 million
in 1984. Results in both years include
income from GAF’s 50-percent-
owned foreign chemicals manufac-
turing and sales company, GAF-Hiils
Chemie GmbH.

Domestic operating income rose to
$64.8 million in 1985, a 17% gain
over the vear-carlier level of $55.3
million. Domestic sales increased
from $260.9 million to $264.7 mil-
lion, reflecting increased market
penetration for virtually all major
product lines which was partially off-
set by reduced selling prices. Despite
tive continued strengeh of the dollar
theough most of the year, interna-
tioval profits increased from 823.7
million in 1984 to $27.8 million in
1985, while international sales for the
1985 year were $99.7 miillion com-
pared ta $96.3 million in the previous
year. The Division’s overall profit
performance resulted in part from an
improved product mix as well as the
successful implementation of a wide
varicty of programs to effect manu-
facturing cfficiencies and energy
cost reductions.

The Chemicals Division produces
three major grougs of specialty chem-
icals at five domestic faciliies—acety-
Jene derivatives and surfactants for
markets i 72 countries around the
world and engincering plastics for
markets located principally in the
United States and Canada. A fourth
product line. mineral roofing gran-
ules, is manufactured at four domestic
plants ¢nd sold to asphalt roofing

¢
H
e

Acetylene Derivatives

GAF's line of more than 70 differ-
ent acetylene derivatives experienced
significant growth in 1985. The
Company's strength in acetylene
derivatives—as evidenced in its tech-
nalogy. mujti-source plants, bread
product line, application rescarch,
and dedication tc quality—has
resulted in increased demand for the
Coinpany’s existing products and the
successtul introduction of new and
improved products.

Sales of butanediol to producers of
thermoplastic engincering plastics
increased substantially in 1985. These
plastics are finding increasing applica-
tion in the automotive, electronics,
and appliance industries. In addition,
sales of butanediol tor urethane and
plasticizer end-uses continued to mect
increased customer demand.

GAF’s acetylene-derived solvents,
M-Pyrol* BLO* and THE* demon-

pp e

manufacturers nationwide, mciuding
GAF's owr Building Materials Divi-
sion. These pebble-hike granules are

developed from specially selected

rock and are quarricd, crushed,
“coated. and heat-processed by GAF

into semi-ceramic granules in more

than 20 colors. ‘

3.5

strated continued growth by pene-
trating specialty solvent markets,
where lngh performance and safery
are critical requirements.

Major petroleum refining compan-
ies siepped up their demand for M-
Pyrol, GAF's super-safe solvent. This
growing demand was attributable to
increased. recognition of the product’s
superior performance characteristics,
in terms of both cost efficiency and
environmental safety, in the extrac-
tion of automotive lubrication oil.

As a result, M=Pyrol has virtually
replaced phenol solvent in this petro-
leum tefining application. M-Pyrol
also made further inroads this past
vear in markets previously dominated
by furfural, another widely used
extraction solvent.

Applicadions for acetylenic solvents
continued to expand as a result of
both restrictions placed on expesure
to chlorinated solvents in a variery.of
applications and action taken by the
United States Environmental Protec-
tion Agency in 1984 granting M-
Pyrol exempt status for use in
agriculture, M-Pyrol is especially
suitable for use in the agricultural
market because of the latter’s reguire-
ment for improved safety characteris-
tics in connection with products used
in herbicides, pesticides, insecticides,
and fungicides.

I GAF chemicals and poly-
| mers are increasingly

| used ina greal variely

{ of pharmaceutical and

i healthcare products.
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Laboratory distillation
equipment is employed
for the tundamental
study of the organic
reactions leading lc GAF
specially chemical
products.

Sales of fixative polymers to the
haircare market reached substantially
higher levels in 1985. G/\F's Gafquat®
polymers gained increased acceptance
m styling products such as mousses.
Hair mousses have been one of the
fastest growing new products to
reach the haircare market in more
than a decade.

Gantrez?® resins, used extensively in
hair sprays, continued to maint: in
their market leadership. Gaffix®* VC-
713, a new genceration polvimer, was
introduced during the year, thereby
expanding GAF's praduct line in the
hair fixative market.

GAF's line of Polyplasdone® disin-
tegrants, used by mijor drug manu-
facturers around the world for
pharmaceutical tablets, registered
increased sales growth last year. In
order to satisty rapidly growing
demand for Polyplasdone disinte-
arants and Poivelar,* GAF expanded

sy dnction capacity acthe Compa-
ny)y Caverr City, Kentuiky facility.
Polyplasdone disintegrants are nsed
prisarily in piaringcuial tabiets,
while Poiy<laris eraploved as a stabi-
lizer and clarifying cgent in the pro-
duction of beur, wine, fruit juices,
and otner beverages.

New product applications con-
tributed to increased dermand for
Plasdone® excipients in the pharma-

10

ceaticals industry. One such success-
ful development has been the use of
Plasdone excipients in new transder-
mal devices to provide constant,
controlizd-release medication over
Ling. 1y ‘periods of time. Plasdone
exripients are uiso a1 loyed as bind-
Lrifordru Lad viteamin tablets in

~{ boh thes.:cdical and veterinary
; wnackets,

Surfactants

GAF experienced significant
growth in unit sales of surfactants,
notwithstanding tizz fact that the
overall surfactant market registered

L9 RPN

" The GAF family of spe-
m | cialty chemicals and
! polymers ere incorpo-
rated inlo i Je products of
most hig? growth indus-
‘Iries: pharmaceuticals,
¢.» melics, household,

nal, efomo
A electronic
components..

¥

TR B S

* Expanded manufacturing
| facilities for “Polyplas-
| done” and “Pulyclar,”
i key acelylene-based
i polymers used in phar-
| maceutical formufations
I and as claritiers in the
beverage industry.
' .

flat sales in 1985 as compared to the
previous year. GAF’s positive per-
formance was attributable to
expanded applications for existing
products, new product applications.
and improved market penstration.

GAF's surfactants include the
Igepal® serics of alkylphenol ethoxy-
lated nonionics and the Alipal? Gafac?
and lgepon® series of anionic surfac-
tants. Several new Alipal surfactants
were developed during 1985 which
expanded our sales to customers pro-
ducing latex bases for paint and spe-
cialized coatings. Igepals continued to
register strong sales to the heuschold
cleaner and agricuitural chemical
markets. The demand for Gafac as
resin emulsifiers and Igepals as deink-
ing chemicals remained strong, not-
withstanding the effect of increased
foreign competition in the paper
industry in the United States,

GAF's Igepon line of surfactants
continued to gain increasing use in
the cosmetics market, Igepon AC-78
is a widely used product among
manufactarers of low-irritation
synthetic soap bars and other new
toiletry products. In addition, other
surfactants, such as Igepon T-77,
experienced higher sales to the agri-
cultural market.

Sales of carbonyl iron powders,
although adversely affected by the
downturn in the clectronics industry,
experienced increased demand in the
defense and powdered metallurgy
industries.

Engineering Thermoplastics

GAF's engincering thermoplastic
Susiness, in terins of its sales for auto-
motive and extrusion applications,

“I"tontinued its growth pattern in 1985,

hile'the ciuetrical/clectronics mai-

! ke were depressed during most of

the'1985 year, sales in both these see-
trsimproved during the latter part
of the.year as inventories were
reduced and customer demand began
to rebound. -

A number of significant develop-

ments occurred in 1985 which should '
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Scanning eleciron
microscopy, here used
fo characlerize carbony!
fron powder (inset):
5000X magaification

of Type SF malerial
employed in the fabrica-
| tion of electronics parts.

enable GAF to continue its rapid
expansion of this business in the com-
ing year:

« Gafite® PBT alloys have been
widely accepted for usc in auto igni-
tion applications, where thereisa
premium on excellent electrical per-
formance and smooth surface finish.

« A UV stabilized Gatite PBT mate-
rial has been developed for applica-
tions exposed to extreme direct
sunlight. In addition, expanded appli-
cations for pigmented parts requinng
UV protection are presently being
developed.

« A foaniable PBT grade is scheduled
for market introduction in 1986. This
new material offers potential for
weight reduction while retaining the
excellent combination of properties
associated with corventional PBT.

+ New high impact PBT materials
have been developed and are now
being marketed to the electrical/elec-
tronic connector market.

« Similar technology has been utilized
to provide high impactalloys of PBT
for use in exterior automotive parts.

o New grades of Gaflex? thermoplas-
tic polyester clastomers, were first
introduced in 1985, while the entire
Gaflex line is finding expanding
applications where resistance to
fatigue, corrosion, and temperature
extremes is required.

Minera! Products

GAF's granules business registered
increased sales during 1985, despite
the lack of industry-wide growth in
asphalt shingle shipments. In order to
satisfy increased customer demand,

our Blue Ridge Summir, Pennsylva-
nia and Annapolis, Missouri plants
during the past ycar.

The Division’s granules business
continued to benefit from the cur-
rent ttend among roofing inanufac-
turers to convert production to glass

prodiiction capacity wasexpandedar—|—

fiber substrate, the glass product
requiring more granules per unit of
asphalt roofing. In addition, the
increased popularity of three-dimen-
sional shingles which simulate wood,
such as GAF's premium Timberline®
shingle, has resulted in increased
granules demand on account of the
fact that they require 30% more gran-
ules than lower-cost, commodity
shingles.

International

Despite the continued strengch
of the dollar through the greater part
of the year, international profits
increased from $23.7 million to $27.8
million for the 1985 year, while sales
were $99.7 million versus $96.3 mil-
fion in 1984. In achieving record
results, GAF's international chemi-
cals business accounted for 27% of
the Company's total chemicals sales
while contributing 30% of the
Division's profits.
['he Chemicals Division’s interna=—
tional business is conducted by 15
subsidiary companics throughout the
world and through distributors in
those countries which do not havea
GAF subsidiary. Key products for
international markets are acetylene
derivatives, surfactaiits, and a range

of pressure-vessel filter systems.
‘These filter products are manufac-
tured in Belgium, Germary, Brazil,
and Canada for use in the filtration of
process liquids in industries, such as
chemicals, pharmaceuticals, paints,
and beverages. GAF is recognized asa
market leader in this product line.
The Company participates in a
joint venture opcration in Marl, West
Germany, GAF-Hiils Chemie GmbH.

CHEMICALS INCOME
(8 in Millions)
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GAF specialiy surfac-
tants are widely used in
a broad line of house-
hold products.

GAF-Hiils manufactures butanediol
and tetrahydrofuran (THF), a chemi-
cal intermiediate and solvent, respec-
tively. These products are marketed
throughout Europe by both the GAF
sales torce and GAF-Hiils. The joint
venture manufacturing facility is cur-
rently undergoing a major expansion
of its present capacity. This expan-
sion, scheduled for completion

in mid-1986, will enable GAF to
increase market penetration in not
only Europe but in export markets
threughout the world, such as the
North Pacific.

International operations are divided
into four geographic regional units,
the largest of which is the European
region. The European unit has
responsibility for the Middle Ease,
Africa, and the Indian subcontinent,
as well as all European markets. Scles
in the European region for 1985
increased by more than 8% over 1984
levels, norwithstanding the continued
strength of the dollar during most of
the year.

Plasdone and Polyplasdone in the
pharmaceutical industry and Polyclar
in the brewing industry continued to
experience strong overseas demand,
GAF maintained its position as a lead-
ing supplier to the hair care industry

s

21

[
3
i

through increased sales of Gafquat
and other polymers used in styling
mousses, a very important market
segment in Western Europe and a
growth area in other parts of the
world as well. Sales of BLO, THE
and butenediol for agriculwral for-
mulations continued their strong
growth patterns in 1985.

Western Hemisphere sales
increased by more than 8% in 1985,
despite the adverse impact ot high
inflation rates and continued currency
devaluations in most Latin American
countries. GAF operates through
subsidiaries i Canada, Brazil, and
Mexico and throuzh distributors in
other countries in that region. A
strong performance was recorded
throughout the Hemisphere by
GAF's filter business and sales of

GAF specially chemicals
play a key role in the
manufactue of pharma-
ceutical, cosmelic, and
industrial products in
Japan and the North
-Pacific

GAF's growing interna-

tienal presence—inciud-

{ ing the Auslralasia and

| North Pacific regions —

. offer new and expanding
market opportunilies.

polymers to the pharmaceutical and
hair care industries,

The Australasian region experi-
enced lower UL S, dollar sales in 1985,
both asa result of the recession in the
electronics indusery which severely
impacted the Company's operations
in Southeast Asia, and also duc to a
25% decline in the exchange rate of
the Australian dollar. GAF is a lead-
ing supplier in that part of the world
of M-Pyrol, which is used exten-
sively in semiconductor microchip
production. Partially offsetting the
decline were strong advances in poly-
mers to the hair care industry, where
Australasian markets are now adopt-
ing formulations similar to those
already widely aceepted in Europe
and the United States.

Salesin the North Pacific region
for 1985 increased by 10% over 1984,
largely on account of significant unit
volume increases in acetylenic deriva-
tives. Lower sales of M-Pyrol, result-
ing from the depressed state of the
semi-conductor industry, were more
than offset by substantial increases in
the other acerylenic product lines and
new business in Korea and the Peo-
ples Republic of China,

Research and Cievelopment

GAF's research and development
activities received increased attention
and emphasis in 1985. Research and
development expenditures for 1985
increased 20% over 1984 levels and
reflect management's strategic com-
mitment to the development of
expanded specialty product lines and
new systems,

Thirty additional scientists, engi-
neers, and support personnel were
addcd to the rescarch staff in 1983,
and GAFs expanded rescarch and
development staff is now devoting an

increasing portion of its time to the
development of new products for the
Company’s strongest growth mar-
kets. Among the new products GAF
introduced rhis past year were:

« A new generation of hair fixatives
based on GAF-developed technology
for mousses and styling gels. These
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markets,

inuovative materials exhibit superior
holding properties, are compatible
with other solvents, and are uniquely
water soluble.

« New thermoplastic polymer biends,
including light-stable formulations
for rugged applications such as under-
sea oil and gas drilling components,
high-impact, flame-retardant materi-
als for clectronics applications, and a
new high-impact plastic polyblend
designed for use in the huge automo-
tive body panel market.

+ A new family of low-foaming, high
detergency surfactants for house-
hold and industrial uses based on an
organic synthesis technology devel-
oped by GAE

» Improved grades of Gaflex® thermo-
plastic elastomers, including a more
flexible, blow-molding grade and a
heat-stabilized version for automotive
applications such as protective com-
ponent coverings, These new cus-
tomized plastics systems provide
opportunitics in other expanding
market sectors as well,

GAF has also undertaken extensive
development work in the biophara-
ceutical area in connection with a num-
ber of new products and applications,
and is developing newer technolo-
gies and product lines, based on pro-
prictary GAF chemistry, which otter
exciting opportunities for growth.
Morcover, these potential markets
can easily be exploited by GAF be-
cause of the Company’s combination
of chemical expertise, application de-
velopment skills, and serong technical
service and marketing orientation:

_& GAFisalready amajor factor in the

GAF engineering plas-
tics and elastomers—
major materigls used in
the dynamic aulomo-
tive, electronics, electric,
and home appliance

B New controlled-release systems are
in the developmental stage at GAF as
well. These include materials as carri-
ers or complexing agents for antibiot-
ics and ant-tumor medicinals, anew
application which capitalizes on the
unusual ability of these substances to
solubilize a varicty of normally insol-
uble drugs for effective treatment of
diseasces.

[ e

The cosmelics markel—
one of the larger users
of GAF speciaity surlac-
tants and polymers

for hair sprays and
mousses, shampaoos,
and gels.

A lully equipped cos-
mcllc salon, permitting
the design, evaluation
and final testing of
newly developed hair
care and skin care
products.

pharmaceutical industry, where its
Plasdone acetylene-based polymiers
_have found increasing application as
componer:ts in the controlled release -
of medication. Contributing to GAF's
strong presence in the pharmaceu-
tical arca are its surfactants, which

are under active study in a number of
laboratories as potentially significant
viricides. ’

B GAF has developed a new class of
specialty acetylenic-based molecules,
designed for use not only as process-

ing aids in the biosynthesis of com-

plex drugs but so also as carriers for
normally insoluble active ingredients
in connection with cosmetic and agri-
cultural applications. '

| beam signals. This processless, dry

In a wholly scparate arca, GAF has
developed a non-silver imaging tech-
nique that affords high resolution
photographs directly from electron’

system is designed for applications
where rapid printout of data is an
important consideration, such as
seismic exploration and business
communications.
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| lie Building Materials Division
o 022 its second consecutive year of
siiarply improved protits, with Divi-
sion income increasing 83% to $20.1
million from $10.9 million in 1984.
1985's profit performance represented
the Division's best year since 1979.
Salesin 1985, reflecting lower prices
for the Company’s products, were
$3639 million versus $370.8 million
in the previous year.

The continued wrnaround in the
profitability of the Building Materials
Division was attributable toan
improved product mix, expanded
product lines, and manufacturing
efficiencies. The significant improve-
mentin the Division's performance
was achieved notwithstanding severe
competitive pressures in the industry,
which continued 1 exert downward
pressure on prices throughout most
of the year.

Acquisition of Giass Fiber Business

Acquisition of Reichhold Chemi-
cals’Ghiss Fiber Division in 1985 was
animportant step in GAF's strategic
plan to achieve vertical integration of
its roofing msanuficturing operations.
The acquisition included manufactur-
ing and research and development
facilities in Nashville, Tennessee and
Irwindale, California, which are now
exclusively devoted to the production
of chopped zlass fiber for mat sub-
strate used 1n the Company's roofing
products. The Reichhold acquisition
was designed to ensure increased con-
trol over the Division's manufactur-
ing costs as well as to enhance GAF's
reliability as a supplier. Withits own

captivesupply of glass fiber, glass
mat, and roofing granules, GAF is

now the most fully integrated roofing |3

manufacturer in the industry.

- GAF completed during the past
yearasubstantial capital spending
program, whichincluded not only an
expansion of its manufacturing facil-
ity in Fontana, California but the

implementation of improved manu-
facturing facilities at the Division's
thirteen manufacturing facilities. As a
result of this capital program and the
Division's extensive effort to substan-
tially reduce its cost of production,
GAF has become one of the lowest
cost producers of any major partici-
pant in the industry.

Residential Roofing

Increased sales of GAF's residential
roofing products in 1985 resulted
from higher re-roofing demand as
well as the healthy pace of new home
construction, both of which benefited
from lower interest rates.

The Company's performance was
highlighted by record demand for

g,

Timberline*, GAF's premium roofing
product. Timberline shingles area
three-dimensional, laminated product
offering a Class A fire rating anda
30-year limited warranty. GAF has
accelerated its marketing efforts to
reinforce Timberline’s position as the
industry's “top of the market™ prod-
uct. As a result, dealers, contractors,
and architects are recommending
Timberline, and an increasing num-
ber of homcowners are switching to
Timberline as a replacement roofing
product in order to improve the
appearance, and enhance the value, of
their homes.

Royal Sovercign®, GAF's newest
residential roofing product, experi-
enced increased customer demand
during the year. Royal Sovereign, a
durable residential shingle, is
designed to capitalize on the “middle
market” for quality shingles at a just
slightly higher price than standard
shingles. This new high-perform-
ance, dcsigncr-crcntcd product has
already experienced rapidly increas-
ing sales and is expected to be amore
substantial profit contributor in 1986.
This exciting new product is offered
ina wide range of colors and features
a25-year limited warranty.

Timberline, Royal
Sovereign and Serlinel
Self-Sealing shingles
represent GAF's leading
edge products for the
residential roofing

-markel.

15
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t mal manulaciuring
line al GAF's

ter, South Carolina,
ng products planl.

xpansion of the GAF Finance
gram contribuied to the Compa-
1985 sales improvement, This
wative plan cuables customers
chasing Timberline and other
F products to obtain prompt and
¢ homie smprovement loans on
ipetitive terms, Inaddicion to ics
srabic impact on sales, the GAF
mee Program has enabled GAF to
ngthen its relationships with roof-
contractors across the country,

nerclal Roofing

afglas® Ply 4 continued to gain
pance by roofing contractors
wise of the product’s superior
dling characteristics and its in-

¢ performance. Higier sales were
wded by #75 Gafglas® Base, an
halt-coated glass iiber product

das an underbyment for large, flat
amercial roo's, which was intro-
ed into the marketin 1984,

\s a result of the expansion of pro-
tion capacity at GAF's Fontana,
ifornia facility, itis expected that
Company will be in a position to
~ease its share of the commercial
fing market for the Calitornia

ion in the coming year,

New Product Lines

GAF developed and brought to
market in the fatter part of 1983
Ruberoid MB*, a modified bitumen
single-ply rooting system. This excit-
ing new addition to GAF’s line of
commercial roofing products offers
the advantages of improved flexibil-
ity, case of application, and cost cffi-
ciency. The development marks the
sharply increased commitment on the
part of GAF to establish itself as the
premier supplier of commercial roof-
ing products. Ruberoid MB is being

! GAF's leading commer-
" cial roaling pragducls

. incluge Galglas Ply 4,
#75 Galylas Base

| Sheel, Gafglas Strata-
vent, anc Ruberoid MB.

LTSRN NANY Y

Packaged asphait is pro-
: duced al the Company's
< rooling products plantin
Tampa, Florida.

marketed this year through a promo-
tional campaign featuring the theme
of Ruberoid’s 100th anniversary, the
long-cstablished Ruberoid roofing
business having been acquired by
GAF in 1967,

fAesearch ang Development

The Division's rescarch and devel-
opment department played 25 ever
increasing role this past year inits
contribution to the increased produc-
tive efticiency of GAF's yoofing man-
ufacturing facilities and che devel-
opment of improved methods for
the utilization of basic raw materials.
In this latter connection, research xnd
development activity focused on new
technelogies to enhance the perform-
ance of glass formulations, glass mat
processing, and asphalt coatings.

A significant portion of rescarch
and development resources was al-
located in 1985 to the development of
new and improved products. In addi-
tion to Rubcroid MB, GAF's product
introductions this past year included:

« A new asphalt-based underlay-
ment for residential shingles with
improved vapor transmission and
superior dimensional stability charac-
teristl 's.

+ A new modified sclf-seal adhesive
for all GAF shingle products which
provides stronger sealing character-
istics at a wider range of temiperatures,
resulting in superior wind resistance.

Technology Licensiig Program

GAF established a program in 1985
to promote the licensing of GAF’s

roofing manufacturing technology
outside the United States. Under this
program, GAF will license its tech-
nology for the manufacture of asphalt
reofing and related materials, such as
glass mat and organic felt, as well as
its glass fiber manufacturing technol-
ogy. GAF's first licensing project
involved a fiber glass manufacturing
plant located in the Far East.

~ A
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fonstan! testing of
strength and durabilily
underavariety of
weather conditions
ensures fop-flight qual-

ity cantrol for GAF's resi-
dential rooling shingles.

GAF's new markeiing
program, in coinection
with its premium Tim-
berline moling product,
—leatures nalional adver— ———
lising based on the
theme from the popular
. musical Fiddler On The
Roof. )

BUILDING MATERIALS INCOME

($ i Atons!
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GAF BROADCASTING

Radm station WNCN (104.3-

FM) New York, GAF'S classical
music station, registered an outstand-
ing performance m 1985, Operating
income increased by 589 to 8.1 ml-
hon ona 12% increase in sales. The
station experienced substantially
ncreased business this past year trom
major adverters, lghlichted by a
doubling of advertsing revenues
s from retatd and restaurant accounts.

WNCN'S sharply impr oved finan-
ctal performunce retlectae! continuedd
success of the station’s therrae, “The
Goad Life,” which was introduced in
the fall of 1984, This theme, with its
orientation toward upscale listeners
the 25-10-34-ag¢ group, has gained
for WNCN one of the youngest lis-
N tening andicnees of any classical
' music stagion in the United States.
; New programs were developed in
! 1983 ro support “The Good Lite™
theme such as the "Hamptons
Report” on the popular New York
resort in the summer months and
news coverage of ski conditions m the
New England area during the winter-
! tume. WNCN also steengthened s
. | financial news coverage in 1983,
- Expanded newsstand distribution of
Keynote, the station’s monthly maga-
zine and program guide, contributed
. to the eftectsvencss of WNCN's mar-
keunyg cttorts.

Other 1985 WNCN highhghes
included:

g o WNCN won the Major Arm-
strong Award admusistered by

: Columbia Univensity for excellence
. in FM broadeasting quabity, once of

e -several-prestigiousawards WNCN -

has received in recentyears,

» WNCNM continued to implement
prograr changes designed to broaden
the appeal of classical musicto larger
audiences.

* WNCN staged on-the-air tickes
selling events to benetit both Carne-
gic Hall and vhe New York Cy
Opera Company.

* WNCN continued to broadeast
live concerts from its own perfor-
mance studio, as well as recorded

N perfurmances from the Waterloo Fes-
:’t’::‘g:f:::‘d ,' (i\'.lll m New jcrsc}‘, l'}t‘ Caramoor

and General Manager, ; F‘c\n\'al i New '?nrk s Wc:n'hmcr
C&FBrmdmhng ‘ g | County, and the " Young Concert
. Artists” series ot the 92nd Street *Y™
in Manhattap,

* WNCN introduced a new pro-

gram, “New York Music Magazine,”

which covers upcoming concerts in GAF BROADCASTING INCOME
I (8 m Thousandssj

the metropolitan ares through a mag-
azine-style format.

« WNCN developed anew “Lin-
coln’s Music in America” concert
series sponsored by the Ford Motor
Company's L mcoln Division, while
continuing the popular Chicago
Svmphony broadeasts and "AT& T
Presents Carnegie Hall Tomighe”
SCTICS.

« WNUCN inaugusated 4 unigue
series of celebrity dise jockey pro-
grams, hosted by such well-known
figures of the musical world as
Beverly Sills and Kin Te Kanawa.

* WNCN continued as the flagship
station of the Concert Music Net-
work, serving as the only New York
statien to be represented by Concert
Music Broadcast Sales, the nation’s
ealy all-classical sales representative.

« WNCN's innovalive

| programmirg, coupled

i with a successful new

| markeling theme, “The
--Good Life;” has gained——
the station one of the
youngest audiences of
any classical musie sta-
tion In the United Stales.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

AR,
GoAl Corporaton

§prran el Conadition

Record canungsand senticant e ey m caeh flow
from operanors substintiadiv improved the Company “
firancal condison durmg 1983 The Conpaiy's cash low
frOm OPCrAlIoRs INPROY ed an addironal 820 mython {280
m 1w o Y100 padhiesy atter o 838 3 pathon (92703
crcase 10 1958 Totad workmy capital wreeed 364 onl-
Bon 12670 1 SETT 1 million after 4 847 3 malhon (3175
sumpon 184, whide total avscmcased 83205 pllion
(4801 i 1N 1o 38TY 2 mlhen

The mereased asact base iy 1983 priinepaliv retlects the
Copipany = §4655 4 misthon vesteeng i 67N dhares
of Umos Carbide comman stock S Taste 1o Consols-
dated Finanoal Stawments. The Cone any oy pre-tas real-
ed and unredized gams, atter eapenos, ofapproamately
$175 mlhon from this muvesinient based onasarhet prices as
of February 28, 1986

In June 1995, the Conipany vsied $1530 mithonn 1%
seior subordinated notes. This financing and other new
industnal revente bonds it dunng 1985 mcreased the
Company’™s percental debt o debeplus equany. i 9.4%
at December M, 1984 10 S5.7% m 1985, As g resitt, inter-
estexpense was SI9.8 mirkie i 1985 as compared with $9.1
mithor w1954 However e added nterest expense was
more than ofteet by $22.3 nulhion m mvestinent mcome,

The Company has a $30 mithon revelving credic aality
and additional short-222vs hnes of credt, of whach approxi-
marcly $23 nuilhon and $67 3 illion, respecuvely, were
unused at December A, 1983 See Nete 6 1o Consolidated
Finanaizl Statenwazts

The Company m 1983 called for redemption ali of it
outstanding shares or $1.20 cnverable preterred stock.
Sharcholders converted 2,324,553 shares of preferred stock
into 2,905,144 shares of comtaon steck, acd the Company
redeemed 11033 shares of preferred stock at a prive of
$27.50 plus accrued dividends,

The Company, i May 1, 1985, sequire.Eyiass fiber
nvanufacruring fachtes m Nashville, Tennessee and lewin-
dale, Calitorma trom Reichbiold Chenieals. Ine. for $9.25
miliion. The Company 1y now using, these tagilides o nuan-

GAEF's reoing products. As a result of this acquisition,

G AT has become the most fully integrated roofing manu-
tacturer i the mdustey, with a capave supply of glass mat,
rooting granules, and now glass fiber. Financing for the
acquisition and related subseguent capital expansion pro-
grams was obtained from the ssuance of two industrial
revenue bonds in the aggregate amount of $13.5 nuillion,
with mterest rates at substantially less than the pnme rate.

The Company s capital expenditures increased sigmi-
cantly m 1983 10 $47. 2 million, as compared with $17.9 mil-
Jion m 1984, The increased capital outlays were partof the
S8 muithon capital expansion program anvounced n the
fourth quarter of 1984 1o substantially increase production
capacity at severad of the Company’s dome-tic and foreign
operations,

The caprtal expenditure program in 1986 will be financed
trom the proceeds of the industrial re enue bonds, internal
cash flow and outside bank borrowings as necessary. As of
the end of 1985, vhe Company had commitments of $9.4
nullicn for approved capital expenditures. Conmitments
under vanious capitai and operating lease obligations are
detatted in Note 11 to Consolidated Financial Statements.

Resuados of Operations

GAF 1 1985 recorded the kighest earnings in its history,
both in terms of net 'neome and income before extraordi-
nary credits. The $54.3 million income before extraordi-
nary credits was 32% higher than the previous high of $41
million set in 1984, and represented an $83.5 million swing
from a loss of $29.2 million in 1983, Operating income
from the Chemicals Division and GAF Broadcasting
reached record levels, while the Building Materials Divi-
sion recorded its best year since 1979,

Division income improved more than 25% in 1985 to
$113.8 million, reflecung 1 17% increase in Chernicals prof-
its from $79 milhon 1o $92 6 million, an 85% incr=ase m
Building Materials profits from $10.9 million to $20.1 mil-
lon. and 4 38% mcrease 1n GAF Broadeasting; profits from
$0.7 m:lion to 81.1 million. Division income in 1984 had
nearly tripled over 1983 levels te $90.6 raillion as a resulc of
224 higher Chemicals profits and a $45.4 million turn-

ufacture chopped glass fiber for matsubstrate wsedn

~around i Building Materials toaprofit of $i0.9 miltion:

N
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Consolidated sales increased shightly in 1985 to $732

million after increases of $31.9 millics (4.6%) in 1984 and

'$76.2 million (12.2%) in 1983. Chemicals sales were up
§7.2 milhon (2%) in 1985, reflecting higher unit sales and
increased market penetration for all major product lines,
after a 1984 sales increase of $34 million (10.5%). Building
Materials sales 0f $363.9 million were lower by $6.9 million
{2%) in 1985, reflecting a substantial inicrcase in residennal
roofing unit sales being more than oftset by reduced selling
prices, resulting from the industry’s continuing competitive
pricing structure, and lower unit sales of commercial roof-
ing and insulation. Sales were $370.8 million in 1984 and
$373.2 million in 1983.

Consolidated operating income for 1985 of $87.9 miilion
represents an increase of 41% from last year's $62.2 million
and a $50.1 million (216%) improvement over 1983 operat-
ing income of $27.8 million. Gross profit margin, which
was 20.7% in 1983, increased to 24.9% and 29.8% in 1984
and 1985, respectively, as a result of cost control micasures
implemented by new management in 1984,

The Chemicals Division reported record high profits in
1985 0£ $92.6 million, a 17% increase over the previous
high of $79 million for the year 1984 which, in wrn, was
22% higher than 1983 results. Operating margins in 1985,
1984 and 1983 were 25.4%, 22.1% and 20%, respectively.,
The Division continued to show an increasingly high pre-
tax operating recurn on asscts, with a return of 42.6%,
38.8% and 32.6%, respectively, for the years 1985, 1984
and 1983.

The Chemicals Division’s record performance resulted
from increased manufacturing efficiencies. the continuation
of'a rigid cost control program, and higher unit sales in ali
muajor product lines. The Division's international opera~
tions made an important contribution to this strong per-
formance, despite the continued strength of the U.S. dollar
throughout most of the past year, reporting higher sales
and improved profits. International sales increased 3.4% in
1985 after an increase of 12.7% in 1984, while profits,
which include GAF's 50% equity in its joint venture manu-
facturing operation, increased 17.3% in 1985 and 3% in
1984 as compared with 1983,

* In two years, the Building Materials Division has
recorded a $54.6 million swing in operating resultstoa
profit of $20.1 million in 1985, up 85% from $10.9 million
in 1984, and from a loss of $34.5 million in 1983, This pe:-
formance has been achieved through major cost cutting and
production =fficiency programs. The Division has bene-
fited from increased sales volumes in residential roofing, a
more favorable product mix as a result of increased sales of
Timberline® and Royal Sovercign®, the closing of three
unprofitable plants in 1984, and the effect of full conversion
in 1984 from organic to glass fiber roofing production. The
programs described have enabled GAF to become one of
the lowest cost producers in the industry. A feer three con-
sccutive years of losses in 1981-1983, this turnaround has
cnabled the Division to show pre-tax operating returns on
assets of 10.4% and 6.9% in 1985 and 1984, respectively.
Management expects this Division to operate at mcreas-
ingly higher levels of profitability in the coming year.

Corporate operating expenses were reduced by $3.1 mil-
Jion (16.8%) in 1985, after a decrease of $4.2 million
(18.5%) in 1984 as compared with 1983. These reductions
were attributable to programs implemiented in 1984 to
decentralize operations, reduce corporate staffs, and relo-
cate the Company's corporate headgquarters. Interest
expense was $19.8 million in 1985 as compared with $9.1
million in 1984 and $16.3 million in 1983, The increase in

1985 primarily reflects the debt service on che Company’s
senior subordinated notes which were issued in 1985, as
well as borrowings in connection with the Company’s
investment program. The added interest expense was more
than offset by $22.4 million in income on investments, as
detailed in Note 5 to Consolidated Financial Stacements,

For a review of the effects of infiation on the Company’s
financial scatements, sec Supplementary Data-Financial
Reporting and Changing Prices.
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REVIEW OF CONSOLIDATED FINANCIAL INFCRMATION

GAF Corporation

R O R R R R RERRTREREETERRED
Summary of Selected Financial Data '

{Millions of Du-llars, Except Per Share Amoints) ’

Year Ended December 31 1985 1984 1983 1982 1981

Net Customer Sales

Chemicals . $364.4 $357.2 $323.2 $294.4 $300.8

Building Materials 363.9 370.4 373.2 328.8 71.7

Broadcasting 3.7 33 3.0 — —
Consolidated Salcs 732.0 731.3 699.4 623.2 672.5
Division Income (Loss)

Chemicals 92.6 79.0 64.6 55.4 55.9

Building Marerials 20.1 10.9 (34.5) (26.3) (38.6)

Broadcasting 1.1 0.7 0.5 — —
Total 113.8 90.6 30.6 29.1 17.3
Income (Loss) From Continuing Operations 54.3 4.0 (29.2) 12.2 (28.2)
Eamings (Loss) Per Cemmov Share—

Continuing Operations before Extraordinary Credits: Primary 3.14 2.62 {2.23) .64 (2.24)

Fully Dilated 301 2.30 (2.23) 70 (1.57)

Dividends Per Common Share .20 .10 .05 .50 .80
Asof December 31 .
Current Assets $428.7 §254.9 $2209 $212.4 $337.3
Current Liabilites 251.6 114.2 127.7 123.4 179.6
Working Capital 177.1 140.7 93.2 89.0 157.7
Marketable Securities 202.2 — — — _
Property, Plant and Equipment—net 194.1 159.1 164.5 192.4 196.4
Total Acsets 879.2 452.3 414.3 468.3 559.8
Short-term Debt 115.4 6.5 30.7 7.8 17.4
Total Long-term Debt 259.0 82.8 88.8 157.1 215.6
Sharcholders’ Equity 298.2 214.0 169.8 181.9 134.7
Percent of Gebt to Debt Plus Equity ) 55.7% 29.4% 41,3% 47.5% 63.4%

Market for Common Stock

As of February 28, 1986, the common stock price was $67'/s, and there were 22,368 holders of record of GAF's
outstauding common stock. The following information pertains to the Company's common stock, which is traded on the
New York Stock Exchange.

Cash Dividends Per Common Share Price Range of Common Stock
1985 1984 1985 1984
High Low High Low
First Quarter—— ._.8.0° 8 — : First Quarter $31%5 - $24Y4 $17%s 815
Second Quarter W05 — ’ Second Quarter . 3578 291/ 187 ST
Third Quarter .05 L5000 - _ Third Quarter - 377/~ 298 241/ 175

Fourth Quarter-. .05 .05 ' - Fourth Quarter .70 0 36 253/4 21

- aa
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CONSOLIDATED STATEMENTS OF INCOME

GAF Corporation
{ Thousands of Dollars, Except Per Share Amounts)
Year Ended December 31 v 1985 1984 1983
Net Sales $731,962 $ 731,314 $699,397
Costs and Expenses: '
Cost of Products Sold 573,813 548,967 554,876
Selling, General and Administrative 130,206 120,139 116,703
Total Costs and Expuuses 644,019 669,106 671,579
Operating Income ™~ 87,943 62,208 27,818
Interest Expense . (19,799) (9,143) (16,280)
Income on Investmen:s (Note 5) ™~ 22,438 4,151 3,531
Other Expense—net (Note 2) (3,108) (2,598) {39,258)
Income (Loss) Before Income Taxes
and Extraordisiary Crediis 87,474 34,618 (24,189)
- Income Taxes (Note 3) 33,178 13,572 5,010
Income {(Loss) Before Extraordinary Credits 54,296 41,046 (29,199)
Extraoidmary Credits (Notes 3& 4) 23,285 _15,656 25,358
Net Income (Loss) $ 77,581 $ 56,702 $ (3.841)
Earnings Per Common Share (Note 1):
Primary:
Betore Extraordinary Credits $ 3.14 s 26 s (223
Extraordinary Credits 1.36 1.08 1.76
Net incomie (Loss) $ 450 $ 370 § (47
Fully Diluted:
Before Extraordinary Credits §$ 3.0 $ 230 S (223
Extraordinary Credits 1.29 .87 1.76
Net Income (Loss) $ 430 $ 317 $ (47

See Notes to Consolidated Financial Statements.
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CONSOLIDATED BALANCE SHEETS

GAF Cerporation

. S S~
( Thousands of Dollars)

Decenber 31 1985 1984
Assets !
Current Assets
| Cash $ 7,862 $ 16,186
Short-term investments (Note 5) 209,298 53,367
Accounts receivable, less reserve: 1985—85,142; 1984—$5,426 109,580 95,139
Inventaries (Note 1} 94,007 83,452
Other cusrent assets 7,966 6,758
Total Current Assets 428,713 254,902
Marketable Securities (Note 5) 202,229 —
Property, Plant and Equipment—net (Note 1) 194,086 159,115
Other Assets 54,146 38,256
Total Assets $879,174 $452,273

Liabilities and Sharcholders’ Equity
Current Liabilities

Short-terni debt (Note 6) $115,380 $ 6,461
Current maturities of long-term debt (Note 6) ) 10,132 10,278
Accounts payable 57,411 57,868
Accrued liabilities 58,924 36,562
Income taxes payable 9,785 2,994
Total Current Liabilities 251,632 114,163
Long-term Debt Less Current Maturities (Note 6) 248,853 72478
Other Liabilities 80,536 51,626

Shareholders® Equity (Notes 7 & 8)
Preferred stock, 81 par value per share: authorized 6,000,000 shares;
$1.20 convertible series; issued shares: 1984—2,539,658;

acassigned value of §1.25 per share - 3,178
Common stock, S1 par value per shire: authorized 25,000,000 shares;

issued shares: 1985—17,877,589; 1984—- 14,508,987 17,878 14,509
Additional paid-in capital 60,836 56,420
Retained carnings 229,586 156,123
Accumulated translation adjustment (6,135) (10,451)
Treasury stock, at cost (4,012) (5,770)
Shareholders’ Equity ' ' 298,153 214,006
Total Liabilities and Sharcholders’ Equity $879,174 $452,273

See Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION

GAF Corporation

L ]
( Thousands of Dollars}
Year Ended December 31 1985 1984 1983
Cash and Short-term Investments, January 1 ) $ 69,553 $23,468 312,377
Source Use) of Funds: ' .
Income {Loss) Befor- Extraordinary Credits 54,296 41,046 (29,199
Charges {credits) not affecting funds:
Depreciation 17,366 19,397 21,469
Plant shutdown costs —_ - 26,146
Other—net 5,308 4,209 (1,937
Total funds from operations before extraordinary credits 76,970 64,652 16,479
Extraordinary Credits 23,285 15,656 25,358
Total funds from operations 100,255 80,308 41,837
Additions to property, plant and equipment (47,161) (17,900 (13,904)
Acquisition of glass fiber facilities (9,250) — —
Other working capital items* 2,492 24,024 (6,540)
Other 16,149 (1,824) 37,240
Total source before financing and investiment activity 62,485 84,608 58,633
Financing and investment activity:
Increase (decrease) in short-term debt 108,919 (24,285) (10,554)
Increases in long-term debt 195,800 6,325 62
Pecreases in long-term debt (19,571) (12,407 {34,800)
Tvestment in marketable securities (202,229) — —
Cash dividends (4,118) (4,393) (3,686)
Other 6,321 (3,763) 1,436
Total source (use) from tinancing and investment activity 85,122 (39 523) (47,542)
Increase in cash and short-term investments 147,607 46,085 11,091
Cash znd Short-term Investments, December 31 $217,160 $69,553 $25,1A8
*Qther warking capital items: 1985 1984 1983
Accounts receivable $(14,441) $ 3,027 $(12,497)
Inventories (10,555) 7.299 4,028
Other current assets (1,208) 1,759 4,724
Accounts payable (457) 11,859 (4.744)
Accrued labihities 22,362 (630) 1,057
Itnicome taxes p.\y.lblc 6,791 710 §92
Net source {use) of funds $ 2,492 $24,024 $ {6.540)
See Note to Consolidated Financial Statements.
%5
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

[REREEE L T S A—
GAF Corporation

e ——
(Thousands of Dollars)

Year Ended December 31 1985 1984 1983
$1.20 Convertible Preferred Stock:

Balance, January 1 $ 3175 § 3,187 $ 3,194
Converted into common stock: 1985-—2,428,625 shares;

1984—-Y,740 shares; 1983—5,339 skares (3,036) (12) Wl

Redemption of preferred stock—111,033 shares (139) —_ -—

Balance, December 31 — 3,175 3,187
Common Stock, $1 Par Value Per Share:

Balance, January 1 14,509 14.466 14,459
Conversion of preferred stock and 3% convertible subordinated notes 3,369 43 7

Balance, Liccember 31 ) 17,878 14,509 14,466

Additional Paid-in Capital:

Balance, January 1 56,420 55,548 55,008
Conversion of 5% convertible subordinated notes 7,167 669 -
Redemption of preferred stock (2,888)

Excess of proceeds over cost of treasury common stock sold 13 128 484

Other 124 75 56

Balance, December 31 60,536 56,420 55,548
Retained Earnings:

Balance, January 1 156,123 103,814 111,341
Net Income (Lass) 77,581 56,702 (3,841)
Cash dividends:

Preferred stock (per share: 1985—8.30; 1984 and 1983—81,20) (748) (2,958) (2,970}

Common stack (per share: 1985--8.20; 198+—8.10); 1983—8§.05) {3,370) (1,435) (716)

Balance, December 31 219,586 156,123 103,814
Accumulated Translation Adjustment:

Balance, January 1 (10,451) {6,080) —
Accounting changeat January 1, 1983 - — (1,903)
Translation adjustment for the year 4,316 (4,371) 4,177

Balance, December 31 (5,135) (10,451) (6,080}

Treasury Stork, at cost:
$1.20 Conumbk preferred stock:

Balance, January 1 (1,657) (932) 932)
Repurchase of odd-lot holdings—27 272 shares — (725) —_
Converted into common treasury shaves—103,672 shares 1,657 — —

Balauce, December 31: 1984—103,672 shares; 1983—76,400 shares —_ (1,657) {932)
Cemmon stock:

Batance, January 1 4,113) (199) {1,151)
Repurchased under restricted stock purchase plan:

1984—20,928 shares; 1983—24,013 shares _ (136) {152)
Issued under various stock option and stock purchase plans:

T e —1985—99;212 sharesi-1984—81:569 sharesi- 1983144, 75041:;1:@5 - 1,758 1,062 1,104
churchase of odd-lot holdings—233,073 shares . ' —_ . 840) -
Conversion of preferred stock in treasury—129,5%0shares . . {1,657)" f -

Balance, December 31: 1985—226,820 shares; 1984—196 442 sh:m.s. ) . : “

1983--24,010 shares L : (4.012) . (4113 9

Shareholders’ Equity - " . S §298,153 $214,006 " . $169,804

Sce Notes to Consolidated Financial Statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

I S S

GAF Corporation

1. Summary of Significant Accounting Policies
Principles of Consolidation

The accounts of all significant subsidiaries of the Company
arcincluded in the consclidated financial statements. All
significant intercompany transactions and balances have
been climinated. A wholly owned captive insurance subsid-
iary and the 50 percent ownyrship of a foreign chemical
manufacturing company are accounted for by the equity
method.

Short-term Investments and Marketable Securities
Short-term investments and marketable securities are
stated at cost. (See Note 5).

Inventories

Inventories are stated at the lower of cost (principally aver-
age) or market. Inventories at December 31 consist of the
following;:

Thousands of Dollars 1983 1984
Finished goods $49.748 40,296
Work in process 16,440 12,39
Raw materials and supplics 27819 30,265
Toulinventories $94,007 883,452

Property, Plant and Equipment and Related Depreciation
Depreciacion is computed principally on the straight-line
method based on the estimated economic lives of the assets.
Certain interest charges are capitalized as part of the cost of

property, plantand equipment additions.
Property, Plantand Equipmentat December 31 consist
of the following:

Investment Tax Credits

The Company accounts for investment tax credits as a
reduction of the provision for United States income tax {the
flow-through method).

Researchand Development .

Rescarch and development expenses are charged to opera-
tions asincurred and amounted to $10.4 million in 1985,
$8.7 million in 1984 and $8.0 million in 1983.

Earnings Per Common Share

Primary carnings per common share are based on the
weighted average number of common and common equiv-
alent shares outstanding during each year after giving
appropriate effect for preferred srock dividends. Weighited
average shares for computing primary carnings per share
were (in thousands) 17,171 for 1983, 14,510 for 1984 and
14,442 for 1983.

Fully diluted earnings per share are based on the
weighted average number of common and common equiv-
alent shares outstanding and the assumed conversion of
convertible securities outstanding after appropriate adjust-
ment for interest on convertible notes. Where the effect of
the assumed conversion on net income would be anti-dilu-
tive, primary and fully diluted earnings per share are stated
the same. Weighted average shares for computing fully
diluted carnings per share were (in thousands) 18,047 for
1985, 17,993 for 1984 and 17,907 for 1983.
M
2. Other Expense

A summary of Other Expense—net follows:

Thousands of Dollars

Thousands of Dollars - ](‘3"" 1988 yrear ended December 31 195 1983 1983
Land and land improvements 167600 § 15049 oo - X >
Buildings and building equipment 53.631 52,558 {iﬂ:‘:i}:::ég?i"?;;’:“ s 4“@ § 5'1§' s(.,‘:’";gz
Machinery and equipment 226,287 20,638 Proxy contest and related expenses 70-042)
Construction in progress 11,362 10,1g2  KTONY comestand reated expenses 0 —  (100¢2)
Adjustment of insurance accruals @438)  (2,400) —
Toul 308, 1-_1() 278,447 QOffice relocation expenses _ - (3,488)
Less Accumulated Depreciation 114054 119,332 Miscellancous—net (2.938)  (5,323)  (4,287)
Property, Plant and Equipment—uct S1U4.08  §159,115  Ouier Expense—net $(3,108) $(2,598) §(39,258)

Deferred Income Taxes ]

Deferred income taxes arise fron reporting certain income
and expense items in the financial staements in pesiods dif-
forent from those in which such amounts are reported for
income tax purposes.
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NOTES T CONSOLIDATEZD FINANCIAL STATEMENTS

Equity Method Incomte and Net Aceis

Financial data for investments which are accounted for by use of the cquity method follows:

Thousands of Dollars
Year ended December 31 1983° 1984

Joint Caputive lusurance Joint ' Captive Insurance
Invome Statement Data Venture* Subsidiary Venture* Subsidiary
Revenues S46,47 $ Jam $45,613 $3,125
Costs and Expenses 36,548 2,273 35,102 1,834
Operating Income 9.869 1130 10,511 1,291
Income for the Year 5,443 L1 6,735 1,291
GAF Equity Therein 3138 1,130 3,834 1,291
December 31
Balance Sheet Data
Current Assets S 9,298 $ 3,307 $18,997 $2,088
Noncurrent Assets 36,897 9,525 12,501 7.522
Total Assets 16,195 12,832 3,498 9.610
Current Liabilities 13,263 2 9,615 38
Noncurrent Liabilities 511 7,470 1,175 4,918
Total Lisbilities: 18,374 7.498 16,790 4,956
Net Assets _ 27.821 5334 20,708 4,654
GAF Equity Therein 13,052 534 8,898 4,654

*foint Venture data presented above pertains to CAF/H{G!s Chemie GmbH, a joint venture berween GAF Corporation and Chemische Werke Hills,

which eperates a chemical manufacturing plant in West Geemany.

0 PSS S S
3. Income Taxes
Income Taxes consist of the following:

Thousands of Dollars

Year ended December 31 1985 1984 1983
Federal S19,684  § 4932 5§ —
Foreign 7,882 58% 5310
State 5,612 2 805 (300)
Income Taxes $33,178  S13,572  §5,010

The differences between the income tax provision (benefit)
computed by applying the stawtory federal income tax
rate to pre-tax income (loss) and the actual tax provision are
as follows:

Thousands of Lrullars

Year ended December 31 1985 1984 1983
Statatory Pravision (Benefit) SHIL2I8 825,125 §(11,127)
Adjustments:
Operatiny, loss carryforward — —_ 19,674
Iavestment tax credits 327 (10,700) —_—
Impact of foreign operations (1,381) {1,572} (2,038)
State and focal taxes 303 1,515 —
Oxther GMY (6 (1,499)
Income Taxes $33,178  $13572 § 5910

At Decerber 31, 1985, the Company had for financial
reporting purposes net operating loss carryforwards availa-
ble to offset future income subject to tax of approximately
$22 million. of which approximately $20 million relates to

Extracrdinary Credits for 1983, 1984 and 1983 include
$1,576,000, 81,830,000 and §3,527.000, respectively, repre-
senting the income tax benefit from the utilization of for-
cign operating loss carryforwards. The 1985 and 1984
Extraordinary Cre:its also include income tax benefits of
$21,709,000 and $5,479,000 from the utilization of federal
and state cperating loss carryforwards. Future utilization
of the operating loss carryforwards for financial reporting
purposes will require the restoration of applicable deferred

mceme tax amounts,
L e~ - . ;. .}

4. Benefit Plans

In 1982, the Board of Directors of the Company author-
ized the termination of the Retirement Plan for Salaried
Employees (Plan), a defined benefit plan, effective Decem-
ber 31, 1982, and the creation of a new GAF Capital Accu-
mulation Plan, a defined contribution plan, for eligible
salaricd employees effective Jaruary 1, 1983. As a result of
the termination, trausfers of funds were made to the Com-
pany in 1983 and 1984 in the total amount of £55,178,000.
Such reversion of the Plan’s residual assets to the Com-
pany created Extraordinary Credits of $8,347,000 and
$21,831,000 for the years 1984 and 1983, respuctively.

Under the new GAF Capital Accumulation Plan, Com-
pauy contributions consist of a basic contribution of three
percent of the compensation of participants for the plan
year together with matching contributions, u)p to an addi-
tional four percent as specitied in the plan, for those partici-

“.} domestic operations. ~ : ;
As of December 31, 1985, provision had not been made .

for United States income taxes on approximately $20 mil-

lion of unremitted carnings of consolidated foreign sub-

sidiaries and the Company's 50% owned joint venture, -

. | because any United States taxes payable on foreign carnings

*. | which may be remitted in the future are expected to be sub-
stancially reduced by foreign tax credits.. : :

paiits who have elected toriake volintary coritributionsto—
the plan. Each participant is fully vested at all timesin the -

* balance in each of his or her accounts in the plan. The
aggregate concributions made by the Company to theplan- |- .

and charged to operations in 1985, 1984 and 1983 were

5

$3,126,000, $2,896,000 and $3,029,000, respectively.
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NGTES TO CONSOLIDATED FINANCIAL STATEMENTS

The retirement pians for hourly employees and Texas
City facility employees are noncontributory defined benefit
plans. Company policy is to fund accrued pension expense.
Pension expense charged to operations was $559,000 1n
1985, $289,000 in 1984 and $430,000in 1983. A comparison
of the accumulaced plan benefits and plan net assets for
these plans, after giving effect to the spin-off/termination
as {iiscusscd in the following paragraph, is presented
below:

Thousands of Dollars 1985 1984
Actwarial present value of accumulated
 planbenefits:
Vested S1.877  §83,625
Nonvested 502 2,461
Total §2,379  $86,086
Plan assets available tor beneiits $1,216. §492,626
Assumied rate of return 8% 8%
Plan valuation date 1/1/85 1/1/84

In 1984, the Company announced a proposed spin-off/
termination invelving its Retirement Plan for Hourly
Employees, pursuant to which the Company purchased an
annuity contract approximating 869.6 million covering the
benefits accrued to September 1, 1984, for participants of
the plan. Assets were sufficient to provide for the accrued
benefits of all hourly participants. Pursuant to governmen-
tal reggulations, excess assets were then “spun-off ™ to a new
plan tor inactive members. The inactive plan was then ter-
minated. Following governmentapprovals of the spin-off/
termination, excess assets of $16.1 million reverted to the
Company it November, 1985. An additional $3.8 million
was received and established as a reserve pending final reso-
lution of any plan habilities. The Company will contribute
to the plan in future years for active employees to meet la-
bilitics as they accrue.

In addition to providing pension benefits, the Company
and its subsidiaries provide certain health careand lite
insurance benefits for retired employees. Substantially all of
the Company's employees, including employees in foreign
countries, may become eligible for those benefits if they
reach normal retirement age while working for the Com-
pany. The cost of retiree health care and life insurance
benefies (83.2 million and $3.7 million in 1985 and 1984,
respectively) is recognized as expense as claims are
incurred.

As part of the 1977 and 1980 discontinuance programs,
the Company provided health and life insurance coverage
for certain retired employees of discontinued businesses,
The balance of the lability for such future obligations at
December 31, 1985 and 1984 was $16.8 million and $18 mil-
lion, respectively.

5. Marketable Securities

During 1985, the Company acquired 6,961,000 shares of
Union Carbide (Carbide), or 9.9% of the total catstanding
shares, at an average cost of approximately 851 ashare. In
December 1985, the Company announced its intention to
commence a cash tender offer for all the remaining out-
standing shares of Carbide. However, the Company with-
drew its tender offer in January 1986, and exchanged 3.5
million shares of Carbide pursuant to Carbide’s exchange
offer. GAF will report the gain resulting from that transac-
tion in the first quartes of 1986. The Company remainsa
major Carbide sharcholder, retaining 3,228,187 shares or
approximately 10.6% of Carbidc’s outstanding shares,
which is classified as Marketable Securities, a non-current
asset.

After the sale 0f 233,000 shares in December, the Com-
pany at December 31, 1985, held 6,728,000 shares of
Carbide at a total cost of $405.4 million, including
approximately $60 million in costs relating to the Compa-
ny’s tender offer. At that date, the tnarket value of such
shares was $476.8 million, based on $707/s per share. The
cost basis of the 3.5 million shares exchanged in January,
$203.2 million, has been classified as a current asset at
December 31, 1985, The remaining $6.1 million of short-
term investments at December 31, 1985, and $53.4 million
at December 31, 1984, are stated at cost which approxi-
mates market.

Income on investments for 1985 includes $8.9 million in
net realized gains, $10.6 million in dividends and $2.9 mil-
Jion in interest income. Income on investments for 1984 and
1983 represents interest income. The determination of cost
in computing realized gains and losses on investments is
based on the first-in first-out method.
| e
6. Debt and Dividend Restrictions

Information regarding short-term debt is as follows:

Thousands of Dollars 1985 1984 1983
As of December 3:
Balance outstanding SI15,380  § 6,461 830,746
Weighted average interest rawe 8.7% 8%  10.7%
For the Year:
Avenage month-end short-term debt

outstanding, $ 51,757 S$17,915  §73,93)
Maximum month-end short-term debe

outstanding SI8,315  $45,789  $95,517
Weighted average montii-end interest

rate i 8.6% 11.4%  10.1%

Of the total short-terin debt outstanding at December
31, 1985, $99.4 million represents margin loans secured by
shares of Union Carbide stock. Such loans were repaid in
January 1986. with proceeds from the exchange of 3.5 mil-
lion Carbide shares (sec Note 5).

-ArDecember 31,-1985,-the Company had unused shori=_.
term lines of credit aggregating approximately $67.5 mil-
lion (in addition to the revolving credit facility discussed
below). The short-term lines of credit are maintained with -

" banks on terms which expire on various dates, but are gen-
. erally renewable, Borrowings generally bear interest at or,
. near the prime commercial lending rate, '
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Long-term debt at December 31, 1985 and 1984 was as
follows:

Thousands of Dollars 19835 1984

9% senior notes due March 31,1987, with annual
scheduled principal repayments

8/2% senior notes due fanuary 15, 1992, with
annual scheduled principal sepayments

Revolving credit agreement

Industrial revenue bonds with various interest raies
and maturity dates 1o 2012, Certain assets are
pledged as collateral thereto. 39.926

Obligation undet capital lease (Note 1) 9,525 10,319

11¥% senior subordinated notes due June 15, 1995 150,000 -

5% convertible subordinated notes due Apnl 1, 1994 - 7.500

QOther 5,234 5,556

Total J5R,Y85  R2,756
Less current maturtics 10,132 10,278

S24RRS3  §72,47H

$ 10,60 SI7.100

16,700 19,300
27,000 —

Long-term debt, less current matunities

The Company has a $50 million revolving credit facility
with a consortiur: of banks, terminating January 31, 1987.
Interest on the borrowings is at the prime rate, a rawe based
on the London Interbank Offer Rare, or a rate based on the
Certificate of Deposit Rate. Under the agreement, a com-
mitment fee is charged on the daily average unused portion
of the commitnents.

The agreement includes restrictions on the payment of
cash dividends on GAF common stock, gencerally based
upon 30% of net income subsequent to April 1, 1984, less
all cash dividends and certain other special payments made
after April 1, 1984, As of December 31, 1985, $50.8 million
of rztained carnings were available under this agreement for
such purposes. The agreement and other loan agreements
contain provisions which, among other things, require the
maintenance of minimum working capital and net worth
and timit the amount of debt and capital expenditures,
reserice the night to sell capital assets, engage in mergers or
consolidations and to incur certain contingent obligaiions.

The Corapany in June 1985, issued $150 million of
113/4% senior subordinated notes due June 15, 1993. The
notes will be redecinable at the opiion of the Cownpany
after June 15, 1992, at their principal amount phus accrued
interest. Incerest on the notes will be payable on June 15 and
December 15 cach year.

The 5% convertible subordinated notes were convertible
into shares of commion stock at any time a: a conversion
price of $22.50 per share. During 1985 and 1984, $7,500,000
and $700,000, respectively, of notes were converted into
333,331 and 31,111, respectively, shares of common stock.

The aggregate maturities of long-term debt for the next
five years are as follows. Borrowings of $27 million out-
standing under the revolving credit agreement are included
in the 1987 amount based on its term,

“Thowsands of Dollars
1986 $10,132

2.8t

7. Capital Stoct, ~

The Company i 1985 cailed dor rederaption all of its ous-
standing shares ot §1.20 convertible preferred stock. Share-
holders converten 2,324,553 shares of preferred stock into
2,903,144 shares of common stock, and the Company
redeemed 111,033 shares of preferred stock at a price of
$27.50 plus accrued dividends. In addition, the Company
converted all 103,672 shares of its $1.20 convertible pre-
ferred stock held in treasury into 129,5%) shares of common
stock to be held in treasury.

At December 31, 1985, there were 1,896,753 shares of
common stock reserved for issuance under the Company’s
stock option and stock purchase plans.
S A D
8. Stock Option and Stock Purchase Plans

In 1984, the Company adopted the 1934 Stock Option Plan
which provides for the granting of incentive and nonquali-
fied stock options to key employees of the Company and its
subsidiaries to purchase common stock of the Company at
not iess than 100 percent of the fair market value at the date
of grant. Under the terms of the plan, options for 800,000
shares of common stock may be granted from time to time
until April 30, 1989. The term of cach option is five years
and sixty days. Options may not be exercised during the
first year after the date of grant, but thereafter, options
become exercisable as to 20% of the shares subject therzs
on each of the first through the fifth anniversarics of the
date of grant.

The Company’s 1975 nonqualified stock option plan
provided for the granting of 800,000 options to key
employees to purchase common stock of the Company at
not less than 100 percent of the fair market value at the date
of grant, Options granted through April 30, 1984, are exer-
cisable one year after grant and expire after 10 years,
Options granted after April 30, 1984, arc subject to the
same terms and conditions as options issued under the 1984
ttock Option Plan.

These plans provide for stock appreciation rights,
whercin an option holder may request “surrender” of the
option in exchange for payment (in cash or stock) by the
Company of the difference berween the option and market
prices on the date of surrender. The requested surrender of
an option may be granted or denied at the discretion of the
Executive Compensation Committee of the Board of
Directors. The plans also provide for limited stock appreci-
ation rights permitting the option holder to surrender excr-
cisable options in the event of a tender or exchange offer for
the Company's common stock made by someonc other
than the Company.

1987 o T " 39,860

IR . 4107,

1989 - B . . 6,118

1990 . . - < 3985
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The following is a summary of certain information per-— grants of Options to purchasc shares of cormmon stock on a
taiming to the 1975 and 1984 stock option plans: nondiscriminatory baus to all ehigible eniplovees of the

. N Company andsts subuidanes. No options to purchase
Shares U e 13 shm-r of common stock under tiie En may gc granted
gr;::zdﬂg lanaary 1 6(7)2::; i;‘]:; PoRHAM T after Apnl 30, 1989. The price at w‘:K_h shares may be pur-
il RN (2000 (144.79m chased ss the lesser of (1) 85% of the fair market value on -he
Termmated (AX)  gamy ssan  datcof grantor (u) 85% of the fair market valac on the date
Outstandimg Pecember 1 PRy — of purchase. As of December 31, 1985, 46,832 thares of
Ay common stock had been issued under the plan,

Excrasable 25 LS 2% N Under the provisions of the Company s 1969 restnicted
Avatable for grant Wases s 1raam  andunrestricted stock prrchase plan, 650,000 shares of
Optsom Prace Range Ter Share common stock were suthonzed for sale to key employees.
Outstanding $96%-  $96%. §yes.  Theplan currently provides that restricted and untostncred
s46250 $237%  s1aw7s  shares may be sold ar prices which are not less tha 30 per-
Excrcised §9025- $96B- § 960 centand BO percent, respectively, of the closing mark e
SN SIAETR $14T5 .

price preceding the date of grant. Under certam condirions,
the Company has the right to repurchase restncted shaces
of common stock at the original selling price. At December
31, 1985, there were 277,890 shares avatlable for sale under
thisstock purchase plan.

In Apnl 1984, the sharcholders of the Company
approved the 1984 Employee Stock Purchase Plan covering
600,000 shares of commion stock. The plan provides or

Dt ot e s e e L]
4, Business Segmients Information

Millions of Dallars

‘| *Chemicals sales are net of intersegment sales of $27.4 milliois. $23.2 illion and $20.9 million for 1983, 1984 and 1983, respectively.

p Ry

Intersegment sales are recorded at the same prices charged to unaf| filiated customers. _ ‘
‘| **Chemicals Diﬁsiqnx income and identifiable assets include GA}‘sSO‘:L cquity‘i‘n&thc income and ass:ts“’ovf GAF!Hﬁlsjv Chemie GmbH (see Note 2).

Year ended December 31 1938 1984 1uR}
Sales
Chenncals® $364.4 $3572 3332
Butlding Materals LA N a2
Broadeastng 37 LR AU
Consolidated Sales | PAREY] $741 ) $699.4
Pivision Income (Loss)
Chemicaly® $ 96 $ 790 $ hdb
Building Materials X1 10.9 (34.5)
Broaurasting 1.1 07 s
Total His WA X6
Corporate:
Operating Expenses {15.4) (18.5) N7
Interest Expeme (19.8) (LA (10.3)
Other Income (Expense —net . 8.4 {R.4) (15.8)
Net Corporate Expenses - _ (20.3) (30.0) {54.8)
tncome (Loss) Betfure Income Taxes
and Extraordinary Cic-dits § X715 $ 546 $(24.0
Identifiable Assets
Chemicals*® $17.3 $203.8 $198.3
Building Materials 194.2 158.6 1641
Corporate and other 407.7 84.9 52.1
Total Assets §879.2 $452.3 §414.3
Additions to Propeety, Plant and Equipiient
Chenncals $ U5 $ %6 $ 52
Building Matenals M4 840 83
Corporate and other 1.3 0.3 (.4
Total S 47.2 $ 179 $ 139
Depreciation
Chemicals $ 103 $ 111 § 10.8
{Building Materials : - 6.0 7.0 9.3
.Corporate and other . Lo . B ] ; 18 1.3 22
| Total ' ) $ 174 $.19.4 s25]
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Yy mat . [ T T . .
o T atre sy  feabits T At l»mmhrﬁll, 1985, there were vanous lawsuits pend-
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11, Comnreatnnents wind Continpencies

The lease tor the Companys headguarters m Wavie, N oL
wacetmted toras 4 capatalesse and sanduded e Prop-
crty, Plant and Equipmient--tet at December 31955 and
1984 13 the amount oFf 373006 100 gppd §7 340,060 respee-
avely The related present vatie of future net mimmum
Jease paviments v retlected sy long-term debe (see Note 6),
and the amartiation expeme assocnated with the capital
tease s i fuded in depreaation expense. The Company
al bas operateng leases for transportaton and data pra-
cessing equipmentand torother baskdings,

s and $20 nadliom, respestandhy

AUDITORS' REPORT

1t busaness. ncluding approximately 23,000 mvolving
badily wyury clams relating to the exposure to asbestos or
abestoscontatning products no lomger sold by the Come
pauv. The Company 1 abvo named as a deiendantin
approvimately 76 asbestos property damage lavesuits by
ehool districts ana other owners of butlding secking to
tecover daniages ncinding the cost of removal of asbestos
msulation and other ashestos products. The tull cost of
mdemmity and defense of 4! the asbestos bodily mjury and
property damage lawsint +s being paid by the Company’s
msurange carners, subject to resex vations of rights, In the
opimon of management. the ultimate disposition of such
matters will not have 3 material adverse ettecton the Com-
pany's consohdated financial position.

B e e
o Supplementary Financial Intorsation

T howsands ot Dotlars

Yoar cnded Pecomber [EL] 1984 19K3

Mantenanid and repan $ILts 4790 $40,822
Hentab~opetating deaves 1, 290 1,74 6,954

ARTHUR
ANDERSEN
&L

To the Sharcholders and Board of Darectars of
GAF Corporation:

104 Eivenhower Parhway
Roscland. New Jersey 07068

We have sxamined the comolidated balance sheets of GAF
Corporatien (a Delaware corporation) and submidiaries as of
Decenber 31, 1985 and 1984, and the related comolidated
statenenits of income, Lhanges in finanaal posiion and
sharchotders’ equity tor the vears then ended. Qur exami-

S Y T WY SR S

In our opinion, the fmancial statements referred to above
present fairty the financial position of GAF Corporation
and subsidiaries as of December 31, 1985 and 1984, and the
resudts of their operations and the changes in their financial
position for the years then ended, in conformity with gen-

nations were made in accordance with generally accepted
auditing standards and, accordingly, included such tests of
the accounting ricords and such other auditing procedures
as we considered necessary in the circumstances. The finan-
‘cial statements for the year ended December 31, 1983 were
examined by other 2uditors whose report thereon dated
February 17, 1984, expressed an uinqualified opinion on
those statements. v '

+ preceding year. :

crally avcepted accounting prinripies consistently apphed-—
during the periods and on 3 basis consistent with that of the

Qb %«a {o.

February 10, 1986 '
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SUPPLEMENTARY DATA (Uraudited)

Financial Reporting and Changing Prices

The Cosmipany's financial statements are presented on an
historical cost basis and, as such, are not intended to meas-
ure the effects of changing prices in an inflarionary econ-
omy. In accordance with the Statement of Financial
Accounting Standards No. 33, “Financial Reperting and.
Changing Prices,” as amended, the follewing suppicmen-
tary informatiot is presented to retlect the estimated impact
of inflation on the Company’s inconie from continuing
operations.

The Company’s historical financial data have been
adjusted for the effects of changes in specific prices (current
cost basis) on inventorics and property, plant and equip-
ment. Plant and equipment current costs were estimated by
adjusting historical costs by externally generaced industrial
price indexes, Inventory costs were developed using cur-
rent manafacturing costs. Inventory costs included in the
Cost of Products Sold were determined on average current
costs during the year. Depreciation expense was adjusted
based on the restated asset values using the same estimated

Consolidated Statement of Inconse Adjusted tor Changing Prices

useful lives and depreciation rates used in the primary
financial statements.

Adjusted income before extraordinary credits of $44.8
million for the year ended December 31, 1985, compares to
teported carnings of $54.3 million, reflecting the increased
cost of replacing assets during inflationary periods. This
hypothetical decrease in ircome is due to the higher depre-
ciation expense on property, plant and equipment and
higher costs of inventorics sold. Sales and other costsand
expenses, including income taxes, have not been adjusted.
This points out the higher tax burden on companies during
inflationary periods, as the effective tax rate for GAFon the
adjusted income statement is 42.6% compared witharate
9£37.9% on the 1985 historical financial statements.

The management of the Company cautions the reader in
interpreting this supplementary data dne to the required use
of numcrous assumptions and estimates in preparing the
information. These data zie therefire only an indicator of
the effects of inflation and do not provide a precise
measurement.

Adjusted for
As Reportedin the Changes in

Thousands of Doilars Primary Statements Specific Prices
Year Ended Decomber 31, 104 (Historica} Cost) {Currzat Cost)
Net Sales $731,962 " §731,962
Cost of Products Sold* 498,842 502,406
Denreciation 17,366 23,340
Oticr Expenses—net 108,481 108,481
Interest Expense 19,799 19,799
Income Taxes 23178 33,178
Income Before Extraordinary Credits $ 54,296 § 44,758
Purchasing power gain on net monctary labilities $ 2,548
Increase in specific prices {current cost) of inventories and

property, plaintand cquipment held during the year** § 5,693
Effect of increase in the general price level 12,007
Increase in specific prices over (under) effect of increase

in the general price level §$ (6.314)

*Excludes $14.971 depreciation expense included in Cost of Product; Sold in the primary financial statements.
**The estimated current cost of net Property, Ylant and Equipment and Inventories was $248,267 and $94,824, respecrively, at December 31, 1985,

Comparisen of Selected Suppismentary Financial Data Adjusted for Effects of Changing Prices (In Average 1985 Dollars)
! Pl b4 4 ging £

Theusands of Dollars, Except Per Share Amounts 1983 1984 1983 - 1982 1981
Net Sales §731.962 §757,422 $755,223 $694,653 $795,526
Current cost information:
Income (loss) from contintiing operations 44,758 26,840y (56,109) (12,235) {57,662
Inconse (losiy per common share—primary 2.5 1.64 {4.10) (1.08) (.37
|___Incressein specific prices of inventory and property
over (under) eficct of increase in general price el (67314) TH34 T {87450 +:353——— {28,966)-| - B
Net assets at year-end . . 347,535 7 286,457 - 265,459 300,709 M2 e
Other data, adjusted for general inflaticn: . ’ - ’
“Purchasing power gain on net monetary libilitics 2,548 - 1,999 3.4% 6.845 - 25709
* Dividends per common share o .20 210 03 -56 .95
Year-end market price per common share 58.06 25.02 17.66 - 15.43 16.45
’ 298.4 272.4.

Average Consumer Price Index

3222 KN 289.1

33
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SUPPLEMENTARY DATA (Unaudited)

S S o S S SR SO S HT35
Quarterly Financial Data (Unaudited)

1983 by Quarter 1984 by Quarter
Millions of Dollars Except Per Share Awounts First Second Third Fourth First Second Third

et Sales $175.9 _si88t $193.8 $174.2 S99 S191.3 $203.8
Cost of Products Sold 127.1 130.2 135.1 121.4 1298 143.8 151.1

Gross Profit S 48.8 $ 57.9 S 58.7 § 32.4 $ 40.1 § 47.5 § 52.7

Incone Betore Income Taxes
and Extraordinary Credits S 19.5 2.2 249 $17.9 s 101 S 155 $ 17.0
Iicome Taxes R4 v.8 9.3 5.7 2.7 3.6 49

Income Betore Extraordinary Credits 1.1 15.4 15.6 12.2 74 1.9 121
Extraordinary Credits 6.4 8.4 7.3 12 6.2 3.2 1.5

Net Incoms $ 175 238 229 $ 134 $ 13.6 $ 151 $ 13.6

Earnings Per Common Sharc*

Primary:
Before E\!r.luxdm.:r) Credits 72 S .87 S .87 . . 77 .
Extraordinary Crestits 42 A8 41 47 42 22 )
Net Income 114 $ 1.3% S 1.28 74 B8 ] 49

Fully Diluted:
Before Extraordinary Credits 62 S 86 S .87 .67 A2 67 68
Extraordinary Credits 36 47 41 07 34 18 {8
Net Income $ 98 $ 1.3 $1.28 § $ .7 S .8 § .76

*In accordance with the provisions of APB Opinion No. 13, camings per share are caleulated separately for each quarter and the full year,
Accordingly, annual earnings per share will not necessarily equal the total of the interim periods.
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New Yor!

Puvlic Ketaaons,

= 3
. INovomy & ocuates, Inc.,

by Edward

ducy

Pro

Corporate Offices
1361 Alps Road
Wayne, New Jersey 07470

Domestic

GAF Corporation's plants, research
laboratories and sales offices are
located throughous the

United States.

Chemicals

Manufacturing
Alabama-Huntsville
Kenucky-Calvert City

Missouri- Annapolis

New Jersey - Bound Brook

New Jersey-Linden
Pennsylvania-Blue Ridge Summit
Texas-Seadrift

Texas-Texas City
Wisconsin-Pembine

Sales Offices
California-Irvine
IMinis-Lombard
Ncwﬂcrscy-Lindcr.

North Carolina-Charlotte
Qkio-Cincinnati
Pennsylvania-King of Prussia
Texas-Arlington

Research & Development
Maryland-Hagerstown
New Jersey-Wayne

Building Materials

Manufacturing
Alabama-Mobile

California-Fontna

SHAREHOLDER INFORMATION

Annual Meeting -

THE WORLD OF GAF

California-Irwindale
Florida-Tampa
Georgia-Savannah
Indiana-Mount Vernon
Maryland-Baltimore
Massachusetts-Millis
Minncsota-Minneapolis
Pennsylvania-Eric
South Carolina-Chester
Tennessee-Nashville
Texas-Dallas

Sales Offices
Alabama-Mobile
California~-Fontana
Florida-Tampa
Georgia-Savannah
inois-Hodgkins
Indiana-Mount Vernon
Maryland-Baltimore
Massachusctts-Millis
Minnesota-Minneapolis
New Jersey-South Bound Brook
Pennsylvania-Erie
Texas-Dallas

Research & Development
New Jersey-Wayne
Tennessee-Nashville

International

GAF Corporation’s major markzting
and service facilities are located
throughout the world.

European Region

Great Britain, Esher-Headquarters
Austria-Vienna

Belgium-Sint Niklaas

Dividend Reinvestment Service
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The 1986 Annual Mecting of Sharc-
holders will be held at 10a.m., -
‘Monday, April 28 a: the Chase
Manhattan Bank auditorium;
Ground floor,
One Chase Manhattan Plaza,

-New York, NY 10081

Form 10K - .

A copy of the Company’s Annual .
Report on Form 10K as filed with the
Securities and Exchange Commission.
may be obtained, free of charge, by
writing to: R

| GAF Corporation

Corporate Affairs Department
1361 Alps Road :
Wayne,

NjoM0.

GAFoffars holders of its common—-—
stock the opportunity- to buy
additional'shares through an
autornatic dividend reinvestment
service, administered by Morgan
Guaranty Trust Company of New
York. For further details contact:
Morgan Guaranty Trust Company
of New York o g
30 West Broadway

New York, NY 10015

(212) 587-6515 i

GAF's common stock is listed on the
New York Stock Exchange (symbol:
“GAF"). LY

France-Paris

Greart Britain~Manchester

Italy-Milan

Netherlands-Schiedam

South Africa-Sandton

Spain-Barcelona

Sweden-Johanneshov (headquarters
for Norden countrics)

Switzerland-Zug

West Germany-Frechen

Western Hemisphere Region
New Jersey, Waync-Headquarters
Brazil-Sio Paulo
Canada-Mississauga, Ontario
Canada-Ville St. Laurent, Quebcc
Mexico-Mexico City

Puerto Rico-Carolina

Australasia Region

Australia, Sydney-Headquarters
Australia-Melbourne

New Zealand-Auckland

Republic of Singapore-Singapore
North Pacific Region

Japan, Tokyo-Headquarters

IGAF Broadcasting Company,
nc.

New York, New York

Subsidiary:
GAF Insurance, Ltd.
Hamilton, Bermuda

Affiliate:
GAF/Hiils Chemie GmbH
Marl, West Germany

Transfer Agent

-Stock Transfer- Agentand Registrar:__}

Morgan Guaranty Trust Company
of New York_ . '
30 West Broadway -

New York, NY 10015

© GAF Corporation 1986
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